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Editorial Comment 


With the end of the calendar year there 
The Year End comes such a multitude of fiscal year ends 
of Companies of businesses that, according to safe esti- 

mates, about 75% of the audits of the 
accounts of Canadian corporations are done in the three 
months immediately following 3lst December. How has 
this top-heavy condition of affairs come about? Is it be- 
cause of lack of foresight or, like Topsy, has it just growed? 


The incorporation of companies is a legal procedure 
which is generally regarded as a matter belonging to the 
solicitors of the incorporators. An important decision to 
be made at the time of every incorporation is the choice of 
the closing date for the annual accounts of the company or, 
as it is commonly known, the end of its fiscal year. With 
little thought of whether or not another date would be more 
logical for a particular company, 3lst December is the one 
chosen. 

Possibly we should not criticize too harshly those re- 
sponsible for that choice. Up to a point the reasons for the 
selection were sound. Every new company must pay an- 
nual salaries to its executives, must pay numerous taxes and 
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other imposts yearly, and make a return to the income tax 
authorities of its annual profits. Thus there seemed suf- 
ficient reasons for regarding the twelve months, January 
to December, as the business year. But that conclusion 
does reveal a lack of observation of the conditions peculiar 
to the type of industry of which a new company will become 
a unit, and a lack of knowledge of the importance which 
its fiscal year will play in the operations of every company. 
Those responsible for the incorporation of companies need 
to learn that the business activities of any ordinary com- 
pany reach a low point in their annual cycle—a fact to 
which corporation executives and chartered accountants at- 
tach very considerable importance. 


This preponderance of companies using 
The Natural the calendar year as their fiscal year is 
Business Year not peculiar to Canada. A similar situa- 

tion had become so serious a problem in 
the United States that bankers, credit men, accountants, 
business managers and trade executives five years ago de- 
cided to organize a national Natural Business Year Council. 
Its first object was to drive into the consciousness of the 
business public an understanding of the term, “The natural 
business year.” So there was heralded across the continent 
that simple yet expressive statement: “The natural business 
year of an enterprise is the period of twelve consecutive 
months which ends when the business activities of the en- 
terprise have reached the lowest point in their cycle. In 
the interests of economy and efficiency, the natural busi- 
ness year of an enterprise should be adopted as its fiscal 


year.” 


The existence of the natural business year does much to 
facilitate operations which are essential to the proper con- 
duct of business. To cite one instance: a company must de- 
termine the value of its stock in trade before it can prepare 
its annual financial statements. The close of the natural 
cycle of operations is as a rule marked by depletion of 
inventory or, in any case, by its annual minimum. Because 
of the lull in business activities at such a time the members 
of the staff, relieved of the pressure of normal duties, are 
available to assist in stock taking, and the company is saved 
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the expense of employing the additional help needed were 
inventory taken at a busier season. Moreover, since accur- 
acy of valuation is important in inventory, the reduction in 
margin of error when stocks are low is apparent. 

The chief purpose of the Natural Business Year Coun- 
cil was, and still is, to determine by research the natural 
business year of each of the various sub-divisions of industry 
and, by education, to encourage general adoption of the na- 
tural business years thus determined as the fiscal years of 
the industries concerned. The Council has performed a 
fine work and the results of its efforts have become evident 
throughout the United States. We are indebted to it for 
its literature and the reports of its extensive studies. 


In its studies the Council has had the co- 
Government operation of the Research and Statistical 
Control of Division of Dun & Bradstreet. On the basis 
Year Ends? of its preliminary findings the Council pre- 

pared a tentative list of suggested fiscal 
closing dates for the various sub-divisions of industry. 
These dates were reviewed unofficially by the staff of the 
Bureau of Foreign and Domestic Commerce of the United 
States Department of Commerce and were submitted to the 
appropriate trade associations for criticism. Now the Coun- 
cil is able to release from time to time its final selection of 
year ends for certain industries. However, as the natural 
business year of some enterprises is not so clearly defined 
as in others the Council points out that it is impossible to 
do more than indicate for these a season at which their 
fiscal years should end. The reader wishing to study par- 
ticulars on the natural business year of his industry may 
write for information to the Natural Business Year Council 
at 13 East 41st Street, New York City. 


The threat to the dislocation of industry in Canada by 
a shortage of trained accountants at this period of the year 
was stressed in our editorial comments in the December 
issue. The unprecedented rush of the first months is due 
to the year ends of most companies having been set at 31st 
December. Is there no remedy for this bottle-neck in in- 
dustry? Since we have become accustomed to a ceiling 
placed on prices by authority, is it too much to hope that 
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the government will also see to it that there shall be a 
more even spread of the year ends of companies? Our Do- 
minion government may already be giving thought to this. 
The excuse of company executives that the income tax laws 
do not provide for the natural business year in reporting in- 
come no longer holds. 


This is the month in which the results of 
Examination the recent annual examinations are announ- 
Results ced. The lists have been eagerly awaited by 

the candidates and will be sent on to us by 
the Institutes for publication in the March issue. To you 
who were successful we offer congratulations; to you who 
attempted but did not meet the requirements for passing we 
have this word of encouragement. It may sound strange 
and unreal when we make the observation that “missing” 
an examination has often resulted in greater benefits than 
just “making the grade.” From observations over years we 
have found it so; and instructors and teachers will bear 
us out in this. The student failing in an examination, if 
he is the type who is more concerned about preparing him- 
self for service than he is over a position and a salary, will 
stop short and turn the searchlight on himself, learn in 
what respects he is deficient and in a redoubled effort set 
his mind and heart to redeeming the time and making 
amends for his shortcomings. If you belong in this classi- 
fication, a promising future is yours; we have no hesitation 
in prophesying for you a place of noteworthy service in 
days ahead. 


By systematic study and faithful completion of lesson 
assignments throughout their period of apprenticeship, a 
large number of students have succeeded this year in pass- 
ing the final examination. In their written papers many of 
these gave evidence of having been endowed with more than 
average ability. Let us remind you and all who have passed 
of that ancient truth: To whom much is given much will 
be required. We hope that your talents will not be laid 
away in a corner. The day will come when you will be 
called upon to shoulder the responsibilities of our growing 
profession and to assume leadership in industry and com- 
merce in a Canada now at the threshhold of tremendous 
expansion. Will you be ready? 
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The other day we read a newspaper advertise- 
Learning ‘ment of one who described himself as a chart- 
to be of ered accountant of one year’s standing. He 
Service gave notice therein that he was prepared to ac- 

cept a position at a salary of such proportions 
as to indicate that he was much more concerned about 
what he was to get than the service he would be able to 
give. Fortunately it is an isolated case and not typical of 
members of the profession. 

In our opinion the most unfortunate thing to happen 
to any new member is for him to conclude that on passing 
the final examination his days of study are over and that 
he knows all that is needed about accounting and kindred 
subjects when in fact the knowledge which he possesses 
of the vast fields of accountancy, economics and finance is 
only elementary. His studies have provided a foundation 
on which to build a career; success in the final examination 
merely marks the starting point of that career. Like the 
new member of the medical profession he will waken to 
find that many of his theories and preconceived opinions 
will receive shocks in the school of experience. May those 
shocks be plentiful! Then we shall be hearing from those 
of the inquiring mind who want to know the reasons why 
and who will give voice to their opinions on problems in 
the accounting field. Like a well that is full their observa- 
tions will flow forth for the benefit of others. And through 
THE CANADIAN CHARTERED ACCOUNTANT the streams will reach 
other members of the profession and those also of the open 
mind in commerce and industry. 


Finally, to the few who won prizes in 
Those Worthy this examination we offer congratulations. 
of Prizes You have shown ability to concentrate 

and to discriminate between what was im- 
portant and what was irrelevant in the bibliography of 
lesson material. May that ability to get to the bottom of 
a subject be encouraged and may your desire to pursue 
that object be an ever-consuming fire. Our editorial com- 
mittee invites you—yes, urges you—to contribute the re- 
sults of your research studies to the columns of this 
magazine. Without underating the value of those contri- 
butions, we say that you will be the ones to receive the 
greatest reward. 
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For his instructive article this month on 
Using Firm’s _ the work of The Wartime Prices and Trade 
Own Auditors Board, we are much indebted to A. M. 

Henderson who, in his administrative ca- 
pacity as Assistant to the Chairman of the Board, is an 
extremely busy man and has been long before the ceiling 
on prices came into effect. Of particular interest to mem- 
bers of the profession is his statement that for the present 
at least the Board is accepting the certificates of a com- 
pany’s own auditors in verification of data required by the 
Board’s accounting administration. This is in keeping with 
the suggestions made on this subject in our December issue, 
and we can assure Mr. Henderson and his Board that the 
profession of the chartered accountant throughout Canada 
is anxious and ready to render all possible service to the 
Board in its effort and plans to control prices in these days 
of national emergency. 
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ADMINISTRATION OF PRICE CONTROL 


By A. Maxwell Henderson, Chartered Accountant, 
Ottawa 

Editor’s Note: Born and educated in England, Andrew Maxwell 
Henderson received his training with Crowell, Balcom & Co., char- 
tered accountants, Halifax. On passing the Final examination of the 
Institute of Chartered Accountants of Nova Scotia in 1929, he became 
associated with Price, Waterhouse & Company, Toronto. Joining 
Hiram Walker-Gooderham & Worts Limited in Walkerville in 1935, he 
became comptroller. On leave of absence from his company for the 
duration, Mr. Henderson undertook war work with the Foreign Ex- 
change Control Board in Ottawa in January 1941. When the price 
crisis came last fall he was appointed to the Wartime Prices and Trade 
Board to help in its accounting and industrial engineering problems, 
and holds the position of Assistant to Donald Gordon, Chairman of the 
Board. 

HE Wartime Prices and Trade Board was established 

by Order in Council P.C. 2516 under the War Measures 
Act on 3rd September 1939 to provide safeguards under 
war conditions against any undue enhancement in the prices 
of food, fuel and other necessities of life and to ensure an 
adequate supply and equitable distribution of such com- 
modities. Until the introduction of the overall price ceiling 
on 1st December last year, its policy of price control had 
been limited. It had dealt with specific problems in certain 
industries through administrators in charge of such com- 
modities as wool, sugar, hides and leather, coal, rents and 
oils. While its efforts to ensure the supply of these com- 
modities were successful, such efforts only constituted 
“piecemeal” or “selective” control. 

As prices rose rapidly in 1941, the need for extending 
the power and authority of the Board became apparent. The 
choice lay between “selective” control or “overall”? control. 
A procedure for the control of prices that has gained con- 
siderable support in recent years is the establishment of 
an overall price ceiling. The broad principle is to freeze 
all prices in the national pattern at their levels prevailing 
in a given period so that transactions at higher prices are 
either prohibited or within governmental control. 

In the House of Commons on 6th November last year, 
Honourable J. L. Isley gave six reasons why the overall 
price ceiling was preferable to selective price control. These 
reasons were: 

1. The general ceiling could be most quickly applied. 

2. The general price ceiling is non-discriminatory. 
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3. In spite of appearances to the contrary, a general 
price ceiling involves fewer and less difficult administrative 
problems. 

4. The selective approach would require a thorough in- 
vestigation of individual industries or commodities and the 
arbitrary fixing of prices for these individual products, 
while the ceiling method, subject to minor adjustments from 
time to time, accepts the relationship between the prices 
of various commodities and services determined by supply 
and demand in the basic period. 


5. The general ceiling on prices is the only method of 
price control which makes it possible to justify stabiliza- 
tion of wages and many other payments such as the pay- 
ment of pensions, dependents’ allowances, and so forth. 

6. The piecemeal method of selective control would not 
prevent the inflationary spiral from developing. 


Some Consequences of Inflation 


The importance of preventing inflation in wartime is 
fundamental since the basic source of this evil is the ex- 
istence of wartime shortages which start a cumulative 
process of price increase. As these increases gain momen- 
tum, the rush to convert savings and weekly wages into 
tangible commodities accelerates the upward spiralling of 
the price cycle. The consumer’s purchasing power cannot 
keep pace with such prices. The wage earner’s weekly 
labour becomes decreasingly productive of the necessities 
to sustain the life of himself and his family. Chartered 
accountants are so intimately acquainted with business ad- 
ministration that reference need only be made at this point 
to the effects on the manufacturer, the wholesaler and the 
retailer of such an upward spiralling of prices. Likewise, 
it is unnecessary to describe the disaster which will follow 
in the wake of the inevitable collapse of the inflated price 
structure. Even those individuals and businesses which 
might temporarily profit out of inflation would find their 
profits, except in the case of the most skilful speculators, 
swept away in the aftermath of war. 

One obvious problem in applying an overall ceiling to 
prices was the “time lag” which normally occurs in dis- 
tribution of goods from producer and manufacturer through 
secondary manufacturers and wholesalers to the retail store. 
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In determining that the retail ceiling, as established by 
prices which prevailed during the basic period, i.e., the 
four weeks from 15th September to 11th October 1941, 
had to be held at all costs, the Government and the Board 
made a vital and far reaching decision. With price in- 
creases beginning as they do at the source of supply, i.e., 
with the primary producer, it followed that during the 
basic period many of the manufacturers, secondary manu- 
facturers, wholesalers and retailers in all sections of Can- 
adian trade and industry had not reflected the increased 
inventory replacement costs in their basic period selling 
prices. Whether competition determines selling prices or 
not, they are to a wide extent based on laid-down cost or 
inventory carrying value rather than replacement cost. 
Consequently, the Board’s decision to maintain the retail 
ceiling produced what has become known as the “squeeze.” 


Putting on the Brakes 


From various quarters there was a proposal that a 
“progressive” ceiling should be applied in easy stages, 
starting with the manufacturer. Discussing this proposal 
on 21st November last, Mr. Donald Gordon, Chairman of 
the Board, stated: 

“One such proposal—made with undoubted sincerity 
and good intention—has been that we apply the brakes 
gradually, and allow retail prices to rise because, as we 
well realize, the cost of replacing goods on the retailers’ 
shelves has risen considerably over the past few months. 

“This proposal has been thoroughly examined and I 
wish to emphasize and underline as strongly as I can 
that such an approach has been completely rejected by 
the Government and by the Board. It has been rejected 
because we know that it would mean losing the battle 
before it has even started. Such an approach would 
obviously result in increased retail prices. Increased 
prices would mean increased cost of living. This in turn 
would bring higher wages and salaries in the chase to 
catch up and so the vicious circle of inflation would 
be under way again. 

“Rather than allow retail prices to rise, the prices 
of wholesalers and manufacturers must be reduced. In 
any unbalanced structure of prices and costs, adjust- 
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ments must be financed primarily by the business group 

concerned—not by consumer nor by labour.” 

The objective is to adjust the “squeeze” in each indus- 
trial field back from the retailers, with each agency of 
production and distribution absorbing its fair share of the 
“squeeze,” but no more than its fair share. The farther 
it can be pushed back the smaller it becomes and conse- 
quently the easier it is to handle because fewer businesses 
are involved. Many adjustments of this type have already 
been made by the various sections of trade and industry 
themselves. It has been largely a question of determining 
the difference between costs on which basic period selling 
prices were established and replacement costs which pre- 
vailed during the same period. The increase or “squeeze” 
is then weighed against the ability of the industry as a 
whole to take it or a portion of it. Close attention is being 
paid to the elimination of expensive production and mer- 
chandising practices. While it has no desire to disturb 
these so long as the retail or consumer ceiling holds, the 
Board takes the view that such practices have no place in a 
wartime economy if their continued existence jeopardizes 
the maintenance of the price ceiling or of the supply of 
consumer goods. 

The Administration 

The carrying out of this programme on the home front 
is in the hands of administrators appointed to handle each 
field in trade and industry. Most of these men are serving 
without remuneration. They are, for the most part, leaders 
in their field, intimately acquainted with the problems fac- 
ing them and talking the same “language” as executives 
in the industrial fields. Through them, the Board is bring- 
ing about fair adjustments of prices and costs which are 
enabling the essential businesses of the country to continue 
to serve the public with a minimum of loss and disloca- 
tion. 

The success of this programme is dependent upon a very 
complete understanding of its job by the Board on the 
one hand and a widespread understanding of the principles 
involved by business executives throughout the country 
on the other. In the short space of time that its organ- 
ization has expanded to handle this programme, it has not 
been possible to deal with everyone’s problem. Likewise, 
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it has not been possible to issue a book of rulings in which 
each person can find the solution of his problem. It has not 
been possible at this date, from an organization standpoint, 
to issue a chart in sufficiently comprehensive form so that 
each business executive knows to whom to address his 
problem. Attention is currently being given to these guides. 
In the meantime it has been gratifying to note the out- 
standing way in which business generally is co-operating 
with the Board in carrying out the principles of price con- 
trol. The retail price level has been held and the Board is 
going about the difficult job of helping everyone to live 
under it. 
Import Policy 

The Board’s statement on Import Policy issued in The 
Canada Gazette on 29th December clearly sets forth its 
attitude toward this uncontrollable factor. Its object is to 
ensure a continued flow of necessary imported goods for 
sale in Canada under the retail price ceiling. If import 
prices of such goods rise to a degree which cannot be ab- 
sorbed by trade and industry, subsidies will be paid through 
the Commodity Prices Stabilization Corporation. Likewise, 
duties and taxes on imported goods may be reduced from 
time to time in such a way as to eliminate the need for 
subsidies. In its approach to import problems, the Board 
and the Corporation will have the assistance of all the ad- 
ministrators in their respective fields. This is particularly 
true in connection with the importation of raw materials 
for further manufacture in Canada. Finished goods will 
necessarily be subsidized, generally speaking, on the basis 
of actual costs. Raw materials will be dealt with under 
special procedures. Subsidy assistance will be paid where 
such assistance is really needed and providing due regard 
is given by importers to prices paid to foreign suppliers. 
Broadly speaking, wherever similar goods can be obtained 
in Canada at reasonable prices, no subsidy will be paid un- 
less it is shown that domestic goods are not available in 
sufficient quantities. 

Constitution of Board 

The Board consists of twelve members under the chair- 
manship of Mr. Donald Gordon. The membership represents 
a wide cross-section of men in Canadian public life, with 
business and professional backgrounds, who bring to the 
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Board knowledge and experience in industry, agriculture, 
foreign trade and the interests of the consumer. The Board 
operates through its administrators, who are concerned 
with the affairs of specific industries and the businesses 
comprising them along the lines already described. In ad- 
dition to these, all controllers of the Wartime Industries 
Control Board are, for purposes of price control, adminis- 
trators of the Wartime Prices and Trade Board. In this 
way all sections of trade and industry in the Dominion 
are represented by administrators whose functions are to 
deal with the economic and supply problems in their own 
particular industrial fields. All matters of price and sup- 
ply of goods and services are under their control. In ad- 
dition to these administrations are ones of a servicing na- 
ture covering the field of accounting and economic research, 
statistics, legal, enforcement and the like. 
Accounting Administration 

The Accounting administration is carrying out its part 
in this extensive programme. As a separate division, it 
is responsible only to the Board and thus ranks equally with 
the other administrations. In actual practice it can be 
regarded as a service department or fact-finding body on 
the accounting and financial aspects of the administrators’ 
problems in their respective industries and the corporations 
comprising them. 

In approaching this work the Accounting administration 
has recruited the services of a number of experienced ac- 
countants, most of whom have come from industrial com- 
panies. They are men with sound accounting background 
and practical business training. They have come from 
many diversified industries. Thus each one brings to his 
work an accounting knowledge gained in many of the in- 
dustries represented by the administrators, who themselves 
have come from industry to do a war job under much the 
same circumstances. 

It is important that the reader receive a clear under- 
standing of the scope of the Accounting administration’s 
work in relation to that of the various administrators. As 
already explained, these men and their staffs are respons- 
ible to the Board for the handling of the economic problems 
arising in their respective fields as a result of the impact 
of price control. The only basis upon which these problems 
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can be judged and their solutions determined is in the light 
of the relevant facts. The Accounting administration has 
been charged with the responsibility of establishing the 
facts. Therefore, it is fundamental that the administration 
have a clear understanding of the problem and the ability 
to present the facts in a concise and accurate manner to 
the Board. Only on this basis can sound judgment be 
formed and an effective solution found. 

Many of these problems relate back to what may be 
termed the technical aspects of manufacturing and distri- 
buting. Such aspects embrace the physical business com- 
ponents, the practices and policies of business enterprises, 
trade practices, etc. While they are reflected in the ac- 
counting summarization of the results of a business enter- 
prise and thus are susceptible to analysis by the Accounting 
administration, the technique of evaluating them as factors 
in a problem and of determining a solution which is logical 
and practical requires a background of training and ex- 
perience which is different from that of an accountant. 
Consequently, to inject into the work of the Board this 
other point of view on a common problem, an industrial 
engineering section is being created by the Board. It is 
a parallel organization to the Accounting administration 
and is being staffed with industrial engineers and men 
with administrative experience in manufacturing and dis- 
tribution. 

It is not the function of these divisions of the Board 
to show companies how to make profits, but rather to 
satisfy the Board whether, by appropriate changes in meth- 
od, they can stay within the price ceiling without assistance 
from the Government. Their suggestions are available not 
only to the Board’s administrators, but also in collabora- 
tion with the administrators to business management itself. 


Use of Company’s Own Auditors 

In this work it is the earnest desire of the Board to 
avoid making any widespread demands on business for ac- 
counting information. The Board does not, at this stage, 
contemplate the need for any periodical reporting or other 
extensive accounting work which will make the clerical 
situation facing business management today any harder 
than it is. The Accounting administration is utilizing, 
wherever possible, the services of other government depart- 
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ments, fact-finding agencies and the like. It wants to 
employ the smallest staff it can consistent with its job, 
and to avoid all duplication and overlapping of effort to 
the maximum extent. Its procedural approach to the ac- 
counting aspects of the price ceiling programme is that, 
since the onus, generally speaking, is on business to prove 
its own case, it is securing the facts along the simplest 
and most uniform lines it can devise in order to assist in 
producing the desired results with a minimum of delay and 
inconvenience to all concerned. There will, of course, be 
many cases where more comprehensive data is required. 
It does not contemplate auditing such submissions at this 
stage. If verification along these lines is necessary, as it 
will be in some cases, the Board would consider it prefer- 
able that such verification be by certificate of the company’s 
own auditors. It is recognized that the company’s own 
auditors are in a position to prepare a report more ac- 
curately and in a shorter space of time than any group 
of governmental auditors who would be initially unfamiliar 
with the company’s books and internal practices. 

In securing information along these lines and working 
with the various administrators, it is important to note 
that the source of the facts is treated by the Accounting 
administration as private and confidential. In every case 
where data requiring this treatment is secured, the pro- 
cedure is for the Accounting administration itself to con- 
tact the companies in the industrial field concerned, but 
the facts developed from the information are not discussed 
with the administrators until all identification of source 
has been removed. The information by companies usually 
is coded and presented in summarized form to the admin- 
istrators. This approach has been developed by the Board 
with the co-operation of the administrators who are con- 
cerned only with the broad picture for the industry as a 
whole. 

It is a high tribute to the accounting profession in 
Canada to receive an assignment of this kind and the Ac- 
counting administration is endeavouring to do the best job 
possible. The staff is putting in long and arduous hours 
of study and preparation. The work is essentially of a 
different character from that of other established Boards. 
We are not administering a law for dealing with a specific 
commodity, auditing individual companies’ books or follow- 
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ing a long established procedure—we are being asked to 
get the facts from the many industrial fields ranging across 
the country as their problems arise and to interpret the 
facts to help business management help itself under price 
control. 


INTERNAL AUDIT FUNDAMENTALS 
By Arnold O. Wolf 
Member of the National Association of Cost Accountants 


Editor’s Note—This concludes the article by Mr. Wolf which ap- 
peared recently in the Bulletin of the National Association of Cost 
Accountants, New York City, and is published with the kind permis- 
sion of that Association. The first part of the article appeared in our 


January issue. 
(Continued from January issue) 


The Audit Staff 


Kind of Person—Honesty is one of the prime requisites 
of an auditor, as without this quality he can never be free 
from bias nor able to separate truth from falsity; this, 
despite the old saying that it takes a crook to catch one. 

Loyalty is another quality I would deem essential, as 
only a loyal employee will keep the interests of his company 
in the foreground of his work at all times. Even though 
he may disagree with some of the accounting principles 
evolved by the management, it is his duty to see that they 
are carried out. In the same sense, through his loyalty he 
will make every effort to convince either his employer or 
himself as to which one has the better thought in any 
controversial theory. He, too, must many times treat as 
confidential certain information which has come into his 
possession during his audit work. 

Self-reliance is something to be hoped for in an auditor 
and I say “hoped for” from experience. There are many 
good auditors who are not more successful simply because 
they lack this characteristic. 

Tact is one of those things that we forget easily, es- 
pecially when we are rushed or have explained something 
half a dozen times to somebody and feel that we have been 
talking in our sleep. One of the many subtle ways we can 
get people to co-operate with us is to start off by saying 


FEBRUARY 1942. 91 








THE CANADIAN CHARTERED ACCOUNTANT 





in a good loud voice, “It’s wrong.” I have found it a simple 
matter to get on the right side of most people by asking 
them to explain something to me. I tell them I do not 
understand it and they immediately (sometimes just to 
show me up) become very helpful and start explaining. 
They soon find out for themselves what is wrong with it 
and tell me what I wanted them to, and what I knew from 
the beginning. 

An auditor must be adaptable to quick changes in scen- 
ery and situations. In public accounting this is certainly 
so. I have audited lighting companies, hospitals, cemeter- 
ies, homes for aged women, brokerage houses, coal com- 
panies, shirt manufacturers, clothing manufacturers, stock- 
ing manufacturers, liquor houses, and manufacturers of 
needles and pins, and ferry boats. 

An auditor should be well grounded in theory of ac- 
counting and be able to visualize business transactions as 
translated into accounts. Some very good accountants have 
difficulty in doing this, although once the entries are made 
they can become quite theoretical as to the correctness 
of the entry. 


An auditor should have that quality of independence 
which insures an attitude of mind completely objective, 
without bias, favouring no person in pursuit of the cor- 
rectness of accounting records. 

He should have a definitely analytical ability—be able 
to grasp the facts behind the records and construe them in 
such a fashion that he will be able to give a clear-cut 
opinion on the accuracy of the recording of the facts that 
will be intelligible to those for whom his report is intended. 

Constructive ability is an asset for an auditor, as he 
should be able to point out remedies to overcome unhealthy 
conditions encountered in his audit. This requires a cer- 
tain amount of imagination of which an auditor needs an 
abundance. 


He must be able to explain figures, as his reports often 
go to persons not trained in accounting. 

He should have the ability to write and speak intel- 
ligently, for no matter how well versed he may be in audit- 
ing methods, the results of his audit are lost if they are not 
properly conveyed to the person to whom he is reporting. 
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Education—A good auditor must be a good accountant, 
and a good accountant must be well grounded in the theory 
of accounting. I will never forget the stress laid on the 
fundamentals of accounting when I attended school. I think 
I can still remember the ten rules for journal entries. While 
some people can pick up accounting knowledge by merely 
being exposed to it for a number of years, those cases are 
far too few, and I recommend a good foundation in educa- 
tion by attendance at a college or accounting school for 
anyone who wants to be an auditor. 

One fallacy found among auditors is that they throw 
their books away upon graduation and feel they know all 
about accounting. It is of paramount importance to con- 
tinue the study of accounting. The cost is relatively small 
due to the many publications available for further study, 
and societies (such as the National Association of Cost 
Accountants) to which one may belong. 

Experience—I believe it is helpful if internal auditors 
have had a rather varied accounting experience, and prefer- 
ably public accounting experience in order to have the ad- 
vantage of fresh and varying viewpoints. An auditor with 
public experience has the additional advantage of having 
been in contact with a great variety of people, and it is 
important to be able to judge people’s character, sensitivi- 
ties and abilities. 

However, there is an advantage in having one or more 
members on the staff taken from the ranks of the company, 
due to the familiarity with the operations of the company, 
location of records, lines of authority, etc. 

Number on Staff—The number on a staff of internal 
auditors depends altogether on the scope of the work to 
be performed and the amount of money allotted for the 
purpose. As I have pointed out, I do not think the service 
should be treated as an expense, but it is pretty hard to 
convince most business executives of this, and we are there- 
fore limited in the number on our staffs to the effectiveness 
of our salesmanship of the services performed. It goes 
without saying that we could have as many auditors as 
we have employed in the accounting departments, but I 
think this is a foolish, extreme view. 

I do believe, however, that if there are any number 
of people involved, they should have capabilities that are 
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fairly different or specialized, and that there should be 
some juniors included to do some of the time-consuming 
details under the direction of higher paid seniors who can 
devote their more expensive time to worthwhile work. In 
some cases, it may pay to employ one or more girls who 
can be of unlimited help in sorting checks, typing reports, 
filing papers, checking additions and calculations, perform- 
ing errands, sending out confirmations, etc. Such a girl 
could be of inestimable help to the outside auditor in various 
typing and confirmation work necessary. 


Relations with Other Employees—The first job of an 
auditor is to sell himself to his fellow employees—to break 
down that feeling of resentment and suspicion which so 
many employees feel toward an auditor. Sometimes it is 
the auditor’s own fault; if he adopts an arrogant and know- 
it-all attitude, he is “licked” from the start. He must con- 
vince the employees that he is not a detective, but that 
he has a job to do and is willing to be helpful and fair. 
To do this requires tact, courteous manners, willingness 
to “listen the other fellow out,” and an understanding of 
what the other fellow is up against in his job. In some 
cases this means a swallow of pride, but the only pride an 
auditor is entitled to is in the results of his work; and by 
enlisting the co-operation of those around him, his path 
will be eased toward the consummation of his objectives. 
The test of his success in this respect is the greeting he 
receives on his next appearance—one of welcome or one of 
annoyance. 

Some companies have rules against social contact by 
auditors with company employees, but I think this is a case 
for judgment. Many times a limited sociability serves to 
break down barriers of suspicion and animosity, but I grant 
that this can be carried too far. 


The Audit Program 


Audit Manual—While no restrictions should be placed 
on the use of judgment by auditors, the use of audit man- 
uals should be encouraged. I believe that they can be so 
arranged that flexibility and discretion are not lost in audit- 
ing procedure. A basic program is necessary to determine 
that the cost will not exceed the amount allotted for the 
audit service as a whole, and the detailed sections of the 
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program can then be prepared to conform to the basic 
program. 

Audit manuals are helpful in maintaining uniformity 
and standardization of procedure which assures reliability 
of audit reports. They are important guides in training 
new staff members, especially when the latter are in doubt 
as to minimum requirements expected of them in their 
audit procedure. They serve as guides for outside auditors 
to judge the extent of the services performed by internal 
auditors. And finally they may serve in reducing tedious 
explanations of work performed which is found frequently 
in reports. A mere statement that the usual procedures 
have been followed will suffice, and anyone desiring fur- 
ther information as to the scope of the audit may obtain 
it by reference to the manual. 

In preparing audit manuals, several considerations 
should be kept in mind. The prime function of business 
is to make money, and detailed work should not be insisted 
on to the extent that the cost is more than the benefits 
derived. Another point is that we should, as one writer 
has put it, “beware of becoming immersed in unnecessary 
detail and missing the elephants which may be running 
around us.” It is more important to prevent fraud than 
to detect it after it occurs, and investigation should always 
be made of the possibility that there may have been trans- 
actions which were never entered on the books. 

Consideration of Needs of Management—The first con- 
sideration in the preparation of an audit manual is, of 
course, the needs of management. Sometimes this can be 
ascertained by direct questioning, but I feel that the auditor 
should, to some extent, be able to reach some conclusions 
of his own in this respect, especially if he hasn’t an ac- 
counting-minded group of executives to deal with. While 
they have set the standards of the performance, the auditor 
in most cases knows better the limitations of the assistance 
he can render in the control of such standards. He should 
acquaint himself with some of the more onerous problems 
of control, find the weak spots in the standards set, and 
direct the greater part of his time in these fields. Informa- 
tion might be provided on production, marketing, labour 
policies, costs, taxation, etc., in such a manner that it would 
be of definite help to management. 
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Consideration of Tax Requirements—With the multi- 
tude of tax requirements of the present day, internal audit- 
ing can perform an invaluable service. While a good tax 
department will keep abreast of the complicated changes 
and new enactments in federal, state and local taxes, they 
are intrinsically not an auditing department and must rely 
on internal auditors to determine whether or not instruc- 
tions issued by them for compliance are actually being car- 
ried out. Penalties can be avoided if this is done concur- 
rently instead of waiting for the outside auditors or the 
tax inspectors to find the errors. 

Obviously, internal auditors should keep posted on the 
tax situation and include in their program a constant re- 
view of the company’s compliance with tax laws and a 
review of the methods of accumulating information on 
which tax returns and reports are based. 

Consideration of Requirements of SEC—Doubtless, 
many of you have had experience in preparing the volum- 
inous reports to be made to the Securities and Exchange 
Commission either annually or when financing is done. The 
form of these reports and the instructions issued by the 
SEC should be studied so that the program of internal 
auditing will ascertain whether the accounting records and 
reports are made so that the pertinent information will be 
easily obtained for the SEC requirements. 

While outside auditors are required to prepare such re- 
ports, management is responsible for their accuracy and 
relies on the assurance given by the internal auditing service 
of at least the efficiency of the operation of the accounting 
system on which the reports are based. In addition, there 
are many items of information furnished by the manage- 
ment in the reports, which in numerous cases are obtained 
through the facilities of the internal auditing function. 

Consideration of Requirements Under Defence Program 
—The nature of the methods under which the defence pro- 
gram is being carried out necessitates a review of account- 
ing procedures to ensure that the many requirements are 
being met in an efficient manner. Procedures with respect 
to obtaining necessity certificates should be reviewed, as 
the information necessary is sometimes gathered from dif- 
ferent sources (usually not accounting) in great haste and 
under pressure of other work. Records must be set up 
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for the items capitalized under the amortization plan and 
for the amortization itself. Such records should include 
all information practicable, as it is impossible to anticipate 
what information will be required at a later date in view 
of the meager regulations issued to date. 

Government contracts, as a rule, include provision for 
liquidated damages to be assessed in case of late deliveries, 
and much can be done by the auditor in assisting manage- 
ment to avoid such damages by keeping it posted currently 
on the status of such contracts. 

All kinds of reports are now being required as to certain 
kinds of base metal inventories in manufacturing plants, 
and it is obviously the auditor’s duty to see that the ac- 
counting records and even the production departments’ 
records are rearranged so that this burden may be lightened 
and management can feel some degree of assurance that 
the reports going out are fairly accurate. 

Consideration of Needs of Public Accountant—Any pro- 
gram of internal auditing should consider the fact that 
at the end of each year an audit is made by outside ac- 
countants. The internal audit program will of course be 
approved by management, and in addition should at the 
very least be shown to the outside auditor, so that duplica- 
tion of effort will be minimized. 

While an internal auditor in most cases has not the 
absolute independence that an outside auditor has, he can 
still maintain the same degree of perspective toward his 
work which an outside auditor maintains. In large com- 
panies today this need for perspective is increasingly im- 
portant so that in performing some audit function we do 
not lose sight of its relation to the whole program. 

As you know, public accountants usually require a cer- 
tificate to be signed by management to the effect that to the 
best of their knowledge and belief the inventory as taken 
by company employees is correct, that all liabilities have 
been entered at the date of the balance sheet, and various 
other assurances regarding the assets and liabilities in- 
cluded. Internal auditing performs a service to the man- 
agement in this respect by providing assurance that the 
records are kept in an efficient manner which is the basis 
of making such a statement to the accountant. 

As I have previously pointed out, internal auditors 
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usually assist the outside auditors by preparing many 
schedules for their use, and the general program should 
be designed to conform to usual methods and schedules of 
analyses of accountants. For instance, internal auditors 
may confirm customers’ accounts periodically and this 
would have a bearing on the extent of the outside audi- 
tors’ year-end confirmation. Naturally, the procedure should 
follow closely that employed by the outside auditor. 

Flexibility of Audit Program—An audit program should 
not be a substitute for thinking. It should be a basic out- 
line of procedure, but in no wise should it place any re- 
strictions on the ingenuity or imagination of an auditor. 

Programs should be so designed that they may easily 
be adapted to an overnight change if necessary, without 
a complete upheaval of the staff. Needless to say, the 
time allotted for completing the basic elements of a pro- 
gram should be so calculated that there is sufficient time 
left over to allow for insertion of the many odd jobs that 
auditors are called on to perform. 

Programs, as in the case of accounting manuals, should 
be under constant review for changes, and members of the 
department should be encouraged to advance suggestions 
and to feel that they are taking an important part in the 
program arrangement. 

Rotation of Staff—I believe very strongly in the rotation 
of members of audit staffs. Fresh viewpoints may be ob- 
tained and carelessness in procedure avoided even in rota- 
tion of minor detailed assignments. Friendships may arise 
which tend to reduce auditing to mere routine. Good ideas 
and practices found in one place may be transferred to 
others. If one auditor is ill or leaves the staff, it becomes 
quite embarrassing for a department not to know some of 
the details connected with the audit procedures followed 
by the absent member. 

In this connection I believe that the senior auditor 
should not be excluded, and that he should spend some part 
of his time doing the work of every job he assigns to his 
men. He should not expect anyone to do something he 
cannot do himself. 

Rotation of Audits—One common fault in internal aud- 
iting is that of getting into a rut—doing something because 
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it has always been done. While some steps are necessarily 
routine in their nature, the monotony can be relieved and 
the efficiency increased by a program of irregularity. Im- 
agination will be stirred and carelessness avoided by fresh 
attacks on problems that seemingly become drudgery. If 
you have gone on doing something month after month 
without finding anything wrong, try to do it some other 
way and still obtain the same result. 

The element of surprise in auditing is most important 
in a psychological manner, and should be employed wherever 
possible. I remember a case where this gave us the solu- 
tion to a perplexing problem in a company where I was 
employed as the auditor. We had been tipped off that ir- 
regularities were going on but could discover none in our 
regular auditing procedure—we had followed the same pro- 
gram month after month, and the guilty persons knew it. 
After exhausting all the audit procedure possibilities, I 
finally went to the controller with what sounded to him a 
startling proposition. I proposed that we make a surprise 
housekeeping audit—go through all the desks in the depart- 
ment. After convincing the senior partner that this was 
our only remaining method of discovering the fraud, we 
went through the desks one night. We not only found 
the evidence we were looking for, but more besides. I 
hasten to recommend this idea for cases of extreme neces- 
sity only, as it left a bad taste in my mouth for weeks 
after, making me feel like a member of the “gestapo.” 

Comparison of Program with Those of Other Companies 
—Some comparison should be made of the program with 
that of other companies in the same field. This will help 
to throw light on circumstances that otherwise might ap- 
pear to be complicated or irregular. Exchange of ideas is 
always stimulating to both sides and a discussion of sim- 
ilar problems will help the auditor to feel that he is not 
out on a limb in problems that bother him. Statistics can 
be pooled and compared, various standards checked, ideas 
for improvement obtained and weaknesses strengthened by 
such exchanges. Of course, confidential information need 
not be disclosed, but in these days of publicized reports, 
this remains at a low level. 

Working Papers—Volumes have been written about 
audit working papers, and I feel there is no need to add 
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to the splendid array. Working papers are the records of 
what an auditor does, and should be prepared and preserved 
as carefully as ledger accounts often are. They should be 
completed in every detail at the time they are made out, 
indicate the source of the information obtained, and the 
important points “high-lighted” in such a way that it will 
not be necessary to read every word to find the answer. 
Nowadays it is the usual practice for internal auditors to 
have their working papers conform as much as possible 
to those made by outside auditors, and in many cases carbon 
copies are made for their use. 

Because of their value for reference purposes in later 
years, they should be prepared on good quality paper, in- 
telligently headed, dated, indexed and filed in adequate 
binders. 


Audit Reports 


Report on Everything Audited—lIt is one of my firm 
convictions that no matter how small an assignment is 
carried on by an auditor, he should, on completion of the 
work, write a story on the steps he took, his findings and 
recommendations, if any, for improvement of the records 
verified. This should be done whether a formal report is 
written or not. I have reviewed many working papers 
and sometimes I have not been able to form any conclusion 
at all as to the work done, the findings, or even the status 
of the account the papers refer to. 

It is the usual practice of our staff to make copies of 
all written reports for the outside auditors, but we make 
many audits on which no formal reports are written. When- 
ever a question comes up later regarding these, it saves a 
lot of time to have a written story on the subject, as other- 
wise it is necessary to pore over a lot of working papers 
to find what has been done. 


Another advantage in writing a story on conditions 
found in an audit step is that it is pretty easy for us to 
overstate something verbally, but we are more cautious in 
making statements in writing. When I first started audit- 
ing, I was prone to be rather outspoken about my opinions, 
but when I started to write them, I found myself going back 
to make sure of them. 


Written reports serve the additional purpose of being 
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an excellent source of information relative to the methods 
of operation followed by the unit audited. 


Before any report is written, the first thing which should 
be determined is the information desired by the person 
addressed. This should be presented in a clear, concise 
manner by a positive statement of facts and explanations 
as to how the information relegated to succeeding para- 
graphs was obtained. 

Describe Findings—aAll findings and conclusions result- 
ing from the work performed should be clearly explained 
so that the reader will understand what has been accom- 
plished. Only by results are any efforts judged, and the 
manner in which the findings have been stated will indi- 
cate the efficiency of the performance of the work. As 
internal auditing assists the management in its control 
functions, it is obvious that there is no assistance given 
if the management does not clearly recognize the results of 
the audit. 

In making criticisms in a report, reference to people 
should be limited to cases of extreme necessity, as an audi- 
tor should always maintain the high standard of fairness 
which should govern all of his work. 

Describe Scope of Audit—In many cases it is desirable 
to describe the scope of the audit. However, much of this 
detail can be eliminated in routine reports by reference to 
the audit manual, as I pointed out before. If no manual 
exists, it is important to describe the scope so that it will 
be a matter of record especially useful to the outside 
auditor. 

Limited reference to unimportant matters should be 
made in the report and should not overshadow the import- 
ant items. It is annoying to have to wade through a long 
list of unimportant matters to find the “meat” of the report, 
and is one of the chief reasons for readers losing interest 
in reports. 

In cases where unfavourable conditions are found, cor- 
rective measures should be suggested, if at all possible. In 
fact, no criticism should be made unless the auditor has 
explored all the possibilities of corrective measures and 
discussed them with the persons concerned. It is even 
better to be able to say in a report that measures have 
been adopted to correct deficiencies, as the management will 
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then feel that the auditing department is of real help to 
them in their control of the business operations. 

Copies of Reports to All Interested Parties—Copies of 
all audit reports should, except in rare cases, be sent to 
the head of the unit audited. The auditor should make a 
sincere attempt to obtain the unit head’s approval of sug- 
gested changes and full explanations of all irregularities 
found. These may then be summarized in the report and 
will stand as a matter of record to all. In some cases, of 
course, confidential reports are necessary, and sometimes 
this can be done in a separate letter, leaving in the report 
only matters which can be communicated to the head of 
the unit audited. This procedure will avoid any bias in re- 
porting, and forces the auditor to come to a complete un- 
derstanding with those involved as to the conditions sur- 
rounding controversies, leaving those who are to make the 
decision in full possession of all the facts. 

I believe in being definite in writing reports and dislike 
reports that are full of implications, hoping that the reader 
will take the hint. This is not an honest policy and creates 
a feeling of distrust for even the reliability of the report. 

Write as You Would Speak—How often are you sur- 
prised, in reading an audit report, to find that the author 
is not a stranger, as you might have gathered from the 
stiff phrases used in the report? While a written report 
should be as condensed and as concise as possible, I think 
it should be written as nearly as possible in the manner in 
which you would speak. Of course, I think better English 
should be used than most of us speak, but at least we can 
sound natural. Do not overwhelm your readers with fifty- 
cent words or get them out of breath with long sentences. 

You wouldn’t make a verbal report to someone and say 
“I made an audit of so and so and submit herewith my 
report—.” Leave out this last part. Nor would you say 
“verification of accounts receivable by confirmation was 
deemed advisable and was accomplished by independent 
communication.” I know I would not. Always remember 
that your readers may not be accountants. 

Summary—It might be well to collect the random 
thoughts I have expressed, in a short summary, so that 
we will not leave the subject in a confused state of mind. 
Needless to say, I have not been able to cover the field 
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of internal auditing as thoroughly as I would have liked to. 

I have attempted definitions of internal check, control, 
audits and auditors. Because of its evolution, auditing has 
become increasingly important and requires a review of 
its objectives in order that it may be recognized as economy 
instead of an expense. 

An auditing department’s task is simplified if there is 
in force an efficient set of charts and manuals, in which ac- 
counting policies have been clearly set forth, with instruc- 
tions included for reports to be filed, for maintenance of 
records, and for year-end procedures. 

Because of its bearing on the extent of auditing, the 
system of internal check has been defined and its import- 
ance stressed. I have stated that machines play an im- 
portant part in the system, which ought to include methods 
of delegation of authority and provision for vacations and 
rotation of employees. An internal auditor is an important 
part of the system and ought to determine whether the sys- 
tem is operated efficiently. Whereas no system of internal 
check can be construed as an absolute guarantee against 
fraud and error, a list of questions has been included as 
an example of tests which an auditor might make to insure 
the efficiency of the system. 

An attempt has been made to describe a more or less 
ideal auditor, the requisite education and experience, the 
number required, and some views on his relations with 
other employees. 

In arriving at an audit program to meet the present- 
day requirements, an audit manual is a useful aid and 
requires first a basic program with detailed programs sup- 
porting the basic outline. In the preparation of a program, 
consideration ought to be given to the requirements of 
management, taxes, the Securities and Exchange Commis- 
sion, the defence program, and outside auditors. The pro- 
gram ought to be flexible, provide for rotation of staffs 
and audits, compare with those of other companies, and 
require adequate working papers. 

As audit reports are the results by which audit per- 
formance is judged, the information desired ought to be 
prominently displayed. Findings and the scope of audits 
ought to be stressed and unimportant matters referred to 
in a limited manner. Suggestions for corrective measures 
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ought to be included and copies of the report sent to all 
interested parties. Finally, reports ought to be written 
in a natural manner, and implications and hints omitted. 


I have omitted a discussion of methods to be followed in 
branch-office audits and in special work which an auditor 
is called on to perform, as I feel that the same principles 
outlined for generel auditing ought to be closely followed 
in these fields. 

In conclusion, I feel that, as Professor Brink has stated 
in his excellent book, Internal Auditing, there is today a 
definite challenge to internal auditors to carry on their ac- 
tivities so that their field of service may be continually ex- 
panded, and that this challenge must be met if the progress 
of internal auditing is to be assured. 


Appendix A 
QUESTIONNAIRE FOR EVALUATION OF INTERNAL CHECK 
A. PETTY CASH FUNDS 


1. Is the imprest fund system used? 

2. Is one person responsible for each fund? 

3. If not, are effective safeguards employed in the matter of 
transfers between funds? 

4. Are checks for reimbursement made out to the order of the 
petty cashier’s name? 

5. Does the cashier obtain a receipt for all disbursements made 
from the fund? 

6. Are petty cash expenditures approved by an officer before 
the cashier reimburses the person who made the expenditure? 

7. Are reimbursement vouchers, with invoices or receipts at- 
tached, audited before reimbursement is made? 

8. If so, are the invoices and receipts marked so that they 
cannot be used again? 

9. Are funds audited by frequent and surprise counts by the 
auditor? 

10. Is a book record maintained? 

11. Is the cashing of personal checks disallowed? 


B. CASH RECEIPTS 

1. Is the bulk of cash receipts received direct from customers? 

2. Is the mail opened by someone other than cashier or ac- 
counts receivable bookkeeper? 

3. Is a record prepared by the person opening the mail of the 
money and checks received, and is this record given to someone 
other than the cashier for independent verification of the amount 
deposited? 

4. Are cash registers or other mechanical devices used to re- 
ceipt invoices paid by remittances? 

5. If answer to preceding question is yes, does someone in- 
dependently check the total indicated by the machine as the total 
receipts to the total deposit? Is the key to such machine available 
only to someone independent of the cashier? 


104 


ees 


: 
i 
é 


er meee: 





INTERNAL AUDIT FUNDAMENTALS 


6. Is it difficult for the cashier to obtain access to the customers’ 
ledgers and monthly statements? 

7. Does someone other than cashier make the bank deposit? If 
so, does the cashier send a duplicate copy of the deposit slip to the 
auditor for verification? If so, does the messenger have no access 
to the customers’ ledgers? 

8. Does the auditor make staggered tests of deposit slips by 
comparison with duplicate deposit slips receipted by bank, with cash 
receipts record, and with incoming remittance advices? 

9. Are each day’s receipts deposited intact the same day of 
receipt? 

10. Does auditor verify footings of cash receipts record, deposit 
slips by staggered tests? 

11. Does someone other than cashier pass on allowances of cash 
discount, credits for returns, price adjustments, etc.? 

12. If cash is received through outside salesmen and collectors, 
is it confirmed independently with the customers by notation on 
invoices, etc.? 

13. Is the cashier responsible for cash receipts from the time they 
are received in the office until they are deposited in the bank? 


C. CASH DISBURSEMENTS 


Are numbers printed on checks? 
Are voided checks kept and filed? 
Are two signatures required on checks? 
Is a check-writer used? 
Is the check register prepared simultaneously with the prep- 
aration of the check by use of carbon? 

6. Do the persons signing the checks insist on seeing support- 
ing data before signing the checks? 

7. Is the practice of drawing checks to “CASH” disallowed? 

8. Is provision made for safeguarding transfers from one bank 
to another? 

9. Are vouchers audited before payment? 

10. If so, are documents attached marked so that they may not 
be used again? 

11. Is the sequence of check numbers audited? 

12. Are bank reconciliations made by someone who had nothing 
to do with the cash procedures? 

13. If so, are the checks marked so that they may not be in- 
cluded in future reconciliations? 

14. Are bank statements and cancelled checks returned by the 


bank to an independent person? 
15. Are checks on branch bank accounts drawn by the home 


office? 
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D. PURCHASES AND OTHER EXPENSES 


1. Are all purchases and other expenses vouchered? 
2. Are competitive bids kept for auditor’s inspection? 
3. Are receiving slips sent directly to the accounting depart- 


4. Are the purchasing and receiving departments separate units? 
5. Are purchases for employees’ personal items prohibited? 
6. Are records kept in the shipping department of all pur- 


chases returned to vendors? 
7. Are the duties of the stock clerk, receiving clerk, and ship- 


ping clerk separated? 
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8. Are invoices initialed by those who check the price, extension, 
receipt, f.o.b. point, etc.? 

9. If so, do different persons do each part? 

10. Are invoices scrutinized for general reasonableness? 

11. Are vendors’ statements checked to unpaid invoices by some- 
one other than those checking the invoices? 

12. Are employees charged with cash discounts which the com- 
pany loses through their carelessness? 


E. ACCOUNTS RECEIVABLE 


1. Are accounts independently confirmed with customers? 

2. Does collection department procedure constitute an automatic 
check on accounts receivable bookkeepers? 

3. Are the accounts aged frequently for review? 

4. Are disputed items handled by someone other than accounts 
receivable bookkeepers? 

5. Are credits approved by an officer? 

6. Are monthly statements sent to all customers? 

7. Are statemens sent by an independent person? 

8. Is proper control exercised over bad debts written off? 

9. Are customers’ accounts regularly balanced with control? 

10. Are delinquent accounts reviewed by an officer? 

11. Are the duties of the accounts receivable bookkeeper separate 
from any cash functions? 

12. Are cash postings made simultaneously with the posting of 
the cash receipts records? 


F. NOTES RECEIVABLE 


1. Are notes independently confirmed with customers? 

2. Are notes and renewals authorized by a responsible executive? 

3. Is the possession of notes in the hands of an independent 
responsible person? 

4. Are adequate records kept of notes and renewals? 

5. Are notes examined at time petty cash funds are counted? 

6. If notes are discounted, is the accounting handled by some- 
one other than cashier? 

7. Is proper accounting made for interest? 


G. INVESTMENT SECURITIES 


1. Are securities kept under lock and key? 
2. If substantial amount involved, are they kept in a safe deposit 
vault? 
3. Is it necessary for more than one person to be present to open 
the box? 
4. Are arrangements made for periodic inspection? 
5. Are securities in the name of the company? 
6. Is a record kept of the number and the name on each item? 
7. Are purchases and sales authorized by an officer? 
8. Is approval of the board of directors necessary? 
9. Are securities held as collateral properly segregated? 
10. Is proper accounting made of interest or dividends? 
11. Is the market value periodically determined? 
12. Are securities which have been written off or for which a 
full reserve has been provided followed up for collectibility? 


H. INVENTORIES 
1. Is a method of inventory control used? 
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2. Is there a perpetual inventory system? 

3. Is the retail system of inventory used daily as a check on 
sales and inventory in departments? 

4. Are physical inventories taken often and checked to book 
figures? 

5. If so, are they taken by independent persons? 

6. Is valuable stock kept in vaults under a person who has 
definite responsibility for it? 

7. Are small tools safeguarded by use of metal checks or other 
devices? 

8. Must a receipt be signed for any item? 

9. Is a duplicate sent direct to the accounting department by 
the person signing? 

10. Are safeguards employed for scrap and waste accounting? 

11. Is control exercised over consignments, merchandise in the 
hands of carriers and warehouses? 

12. Are inventories at branches checked at the same time as the 
cash and receivables? 

13. Are adjustments to inventory accounts approved by an officer? 

14. Is adequate assurance provided that all items taken out of 
inventory have been billed to a customer? 

15. Is control maintained over items shipped on memo or on 


consignment? 


I. PROPERTY, PLANT AND EQUIPMENT 


1. Are property deeds recorded and kept in a vault? 

2. Are capital expenditures approved by the board of directors 
or an authorized official? 

3. Are actual expenditures checked to the authorization and re- 
ports made to an official? 

4. Are adequate plant ledgers kept for all items? 

5. Are proper adjustments made for disposals? 

6. Is a physical inventory taken frequently? 

7. Is approval necessary to scrap items? 

8. Is control maintained of scrapped items to avoid possibility of 
sales without return to company? 

9. Do depreciation rates conform to basis approved by United 
States Treasury Department? 


J. PROPRIETORSHIP ACTIVITIES 


1. Is corporate charter legally in force? 

2. Are minutes of meetings and other corporate matters ap- 
proved by an attorney for legality? ’ 

3. Is safeguard used to prevent fraudulent handling of stock 
certificates? 

4. Do officers signing certificates do so only after they have 
been made out? 

5. Are adequate records kept of the outstanding stock? 

6. When stock is issued, do the officers see any evidence sup- 
porting the issue? 

7. Are certificates cancelled properly endorsed and marked so that 
they may not be used? 

8. Is treasury stock safeguarded in same manner as investment 
securities? 

9. Is a separate dividend bank account maintained? 

10. If so, is audit control used to safeguard issuance? 

11. Are proxies checked by the auditor and attorney? 
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PAYROLLS 


Are employees paid by check? 
Are the checks pre-numbered? 
Are the checks signed manually? 
Does the signer see some evidence for payment? 
Are receipts obtained from employees? 
. Is the paymaster accompanied by a person who has nothing 
to do with the preparation of payroll? 

7. Are paymasters rotated irregularly? 

8. Are paymasters’ functions independent of preparation? 

9. Is weekly enumeration checked to employment records by an 
independent source? 

10. Is preparation of payroll widely distributed among employees? 

11. Are the duties of those preparing the payroll rotated? 

12. Is an independent check made to the distribution of total 
payroll expense? 

13. Are all changes in rates properly authorized? 

14. Are all transfers of employees between departments author- 
ized by two foremen? 

15. Do foremen sign the weekly payroll sheet? 

16. Are lists of changes prepared by employment office and used 
to prepare clock cards? 

17. Is time record made on time-clocks? 

18. Are checks written on machines with automatic totals? 

19. Are payroll records written simultaneously as checks? 

20. Is proper control exercised over back-pay and unclaimed 
wages? 

21. Are time tickets checked to production schedules? 


L. GENERAL 

1. Are employees bonded who are in positions where money or 
property may be taken? 

2. Are references of new employees checked? 

3. Are relatives separated so no collusion may occur? 

4. Are employees required to take vacations? 

5. Are employees rotated? 

6. Are rotations in the nature of surprises? 

7. If temporary employees are used to replace those ill or on 
vacation, do they report irregularities? 

8. Are all employees’ duties fixed as to responsibility? 

9. Are accounting manuals in use? 

10. Are new forms approved by a central source? 

11. Is all accounting separate from sales and manufacturing? 

12. Is there one responsible accounting head? 

13. Is this head also responsible for accounting personnel? 

14. Does the company have an internal audit service? 
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A Summary Prepared by John Douglas Campbell, 
Chartered Accountant 


BULLETINS 
(1) Cost Accounting 


ULLETIN No. 7, Volume XXIII, 1st December 1941, 
published by the National Association of Cost Account- 
ants covers in its first article accounting problems connected 
with priorities and allocation as applied specifically to the 
cork industry. The second article indicates the manner in 
which the method of burden application may be altered to 
conform with a change in manufacturing method. 

I. Wayne Keller in “Accounting Problems Under Prior- 
ity Regulations of Production and Sales” discusses the par- 
ticular accounting problems encountered as to records and 
reports in the cork industry arising from the priority regu- 
lations applicable to this industry in the United States. 
The problems of priority control are essentially the same 
in both Canada and the United States. 

In reviewing the cork industry it is pointed out that 
due to the nature of the industry, regulation within the 
industry is both by type of raw materials used and by 
classes of finished products. While the method of regula- 
tion in actual use is relatively simple “the problems of the 
supplier in keeping complete records so as to meet the re- 
quirements of the order and the regulatory body are more 
complicated.” A detailed explanation of the various inven- 
tory and production records actually utilized is set out. 

Fred O. Kudert in an article, “Establishing Relative 
Burden Rates on a Machine Hour Basis,” indicates by speci- 
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fic reference to a concrete case the actual procedure followed 
in establishing a machine hour burden rate suitable to a 
given set of circumstances. The manner in which par- 
ticular peculiarities connected with the operation of the 
machine hour rate are met is interesting. 


Bulletin No. 8, Volume XXIII, 15th December 1941, deals 
with the question of systems of depreciation. Gay Carroll 
in an article, “Group System of Depreciation,” discusses in 
general the different systems of depreciation (unit, com- 
posite life and group) and makes specific reference to the 
nature and operation of the group system. 


The group system of depreciation is described as “as- 
sembling together of all assets of like characteristics and 
like expected lives.” The grouping may either be on the 
basis of like physical characteristics, pertaining to a single 
function or geographical. The advantage of the group sys- 
stem over the other systems is based on the contention, 
“Since the probability of error in individual depreciation 
rates is admitted by all, no particular purpose is served 
by attempting to maintain individual provisions and re- 
serves by units ... Let the errors average out by group- 
ing . . . Losses from ordinary retirements will be charged 
against the group reserve.” The chief value of the group 
method lies in the averaging of service lives hence the larger 
the number of units entering into a group the greater is 
its significance. 


In outlining the operation of the group system special 
attention is devoted to the determination of a rate base 
and the preparation of the mortality tables. The theory 
underlying the rate base determination is that a prediction 
can be based on behaviour of like things under similar 
conditions in the past provided the scope of observed ex- 
periences is broad enough and long enough. 

In a general conclusion both the limitations and flexi- 
bility of the group system are considered. 


(2) Auditing Procedure 
The American Institute of Accountants’ committee on 
auditing procedure has issued a statement on “Interim Fin- 
ancial Statements and the Auditor’s Report Thereon” which 
statement is published in the December 1941 issue of The 
Journal of Accountancy. 
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The statement is divided into two main subdivisions 
covering the two major questions which have arisen from 
the enquiries made on the subject covered by the state- 
ment: (1) Are the auditing standards applicable to regular 
semi-annual and annual statements applicable to interim 
statements if an opinion is to be expressed? (2) Is a quali- 
fied opinion appropriate and, if so, what should be the na- 
ture of the qualification? 

The first problem is dealt with by particular reference 
to the items of receivables and inventories. The following 
conclusion is drawn: “With regard to receivables and inven- 
tories, it is the opinion of the committee that the standards 
of auditing procedure applicable to regular semi-annual and 
annual statements are likewise applicable to interim state- 
ments if an opinion is to be expressed. The same is true 
as to auditing standards applicable to other items in the 
financial statements.” 

In dealing with the problem of exceptions the commit- 
tee states that where the exceptions are such as to negative 
the opinion, or when the scope of the examination has been 
less than is considered necessary, the auditor should not 
express an opinion but should limit his report to a statement 
of his findings and, if appropriate, his reasons for omitting 
the expression of an opinion. 

“It is not sufficient that the auditor believe the state- 
ments present fairly the position and results of operations; 
his belief must be based on an examination which conforms 
to generally accepted auditing standards and in the ab- 
sence of such an examination the opinion he expresses, 
if any, should be qualified.” 


ARTICLES 
(1) Auditing Procedure—Accounts Receivable 


Maurice H. Stans in a paper presented at the fifty-fourth 
annual meeting of the American Institute of Accountants 
which is published in “Accounting, Auditing and Taxes 
1941” deals with the question of “Case Studies in Auditing 
Accounts Receivable.” 


In presenting the actual case studies an attempt is made 
to measure the accomplishments of the new procedures 
arising out of the “Extensions of Auditing Procedure” 
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which were promulgated by the American Institute of Ac- 
countants in 1939 as applied to accounts receivable. 

Five cases were studied which covered representative 
conditions. Two common problems arose out of the studies 
made: “1. The matter of deciding the method and extent 
of confirmation testing that should be employed; 2. The 
difficulty of securing a satisfactory proportion of confirma- 
tion replies.” Each of the problems is discussed in detail. 


Various suggestions are offered as to a means of im- 
proving the present procedure of accounts receivable veri- 
fication. One of these suggestions as to an educational cam- 
paign undertaken with the general public and various organ- 
izations to popularize the use of confirmations and to im- 
press upon them the importance of attention to both posi- 
tive and negative confirmation requests has already taken 
form. The December 1941 issue of The Journal of Accoun- 
tancy, under “Please Check Your Account,” outlines the 
text of the public information series pamphlet No. 3 re- 
cently issued by the committee on public information of the 
American Institute of Accountants. 

The text of the pamphlet describes the fundamental 
purpose of this part of the audit and is designed to be 
enclosed with requests for confirmation. 

(2) Purpose of Accounting—Interpretation 

Arthur C. Kelley in an article, “Terminology of the 
Balance Sheet” published in the December 1941 issue of 
The Journal of Accountancy, expresses his views on the ques- 
tion of interpretation which are similar to those expressed 
by William H. Whitney in his article which was reviewed 
under this division in the January 1942 issue of The Cana- 
dian Chartered Accountant. 

An alternative definition of “storage of service” is sug- 
gested for the term asset. The inference is made that any- 
thing which does not carry the characteristic of capacity to 
render service to an enterprise should be excluded from the 
asset side of the balance sheet. 


(3) Natural Business Year 


An editorial in the December 1941 issue of The Journal 
of Accountancy refers to the “waste of manpower involved 
in needless numbers of calendar year closings.” The 
“waste” takes on an added significance at present due to 
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an ever increasing shortage of staff assistants arising from 
the demands of national defence. 


“On the bases of logic, good practice and effective ser- 
vice to both client and profession, accountants should re- 
double their attacks upon unnatural calendar-year closing 
dates.” 


The annual report of the directors of the British Colum- 
bia Power Corporation Limited to the shareholders for the 
six months ending 3lst December 1939 sets out a factor 
which has operated against the adoption of the natural 
business year when such natural business year differs from 
the calendar year. 


“The returns required from your Company and its Sub- 
sidiaries by the Dominion and Provincial government auth- 
orities have been increasing in number and scope, and, since 
these returns for the most part cover the calendar year, 
your directors have decided that it would be advantageous 
to adopt the calendar year as the companies’ fiscal period.” 


(4) Uniform Accounting—Laundry Industry 


Domer E. Dewey manager of the department of ac- 
counting of the American Institute of Laundering in an 
article, “Accounting Problems and Opportunities in the 
Laundry Industry” appearing in the June 1941 issue of 
The Journal of Accountancy, presents a broad survey of the 
laundry industry indicating its background, magnitude, 
organization, methods and problems of accounting proced- 
ures and practices. 


In outlining the history of the laundry industry the close 
profit margin prevailing within the industry is set out as 
underlying the development of efficient accounting and a 
uniform system of accounts. “Because laundries must op- 
erate on very close margins, efficient accounting is indis- 
pensable to their success.” 


Following a detailed outline of the question of laundry 
services and processing methods special attention is de- 
voted to uniform accounting methods. A special report 
No. 113 issued by the Department of Accounting of the 
American Institute of Laundering on “Uniform Accounting 
for the Laundry Industry” also outlines in detail the uni- 
form accounting methods used within the laundry industry. 
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The aim of the uniform accounting system introduced 
in the laundry industry in 1914 was to make available 
through a central agency (American Institute of Launder- 
ing) cost information on average laundry costs which could 
be utilized by the members who had maintained their ac- 
counts on the uniform basis for comparative purposes. The 
significance of these comparative cost figures in preparing 
the budget program is not overlooked. To facilitate a 
comparison of data for corresponding periods the thirteen- 
period year of four weeks each is adopted. 


Under this particular uniform system of accounts four 
different types of laundry business (simplified, intermediate, 
standard and detailed) are considered. The type is deter- 
mined primarily by the size of the business which in turn is 
governed by the weekly sales volume. The account classifica- 
tions under each type are quite flexible and this circum- 
stance enables any one laundry to graduate readily in its 
uniform system of accounting from one type to another. 
The decimal system of account numbering has been used 
to insure flexibility. A detailed outline is presented of the 
nature of each of the divisions (expenses, revenue, balance 
sheet) which divisions are broken down into detailed ac- 
counts, the nature of which are determined by the size of 
the laundry business. An illustration of typical laundry 
comparative profit and loss and balance sheet statements 
prepared from uniform accounts is submitted. 


The fact that a proper classification of expenses is the 
most important element of uniform accounting has been 
fully recognized. In the special report No. 113 previously 
mentioned an account index has been prepared for both 
operating expenses and capital expenditure items indicating 
for each item the account number separately under each 
of the four types of concerns. 

(5) Cost 

“Cost, in accounting, is a historical record of liabilities 
incurred, expressed in units of money, which have been 
allocated to specific properties or transactions, and to var- 
ious fiscal periods.” 

E. B. Wilcox in a paper delivered before the fifty-fourth 
annual meeting of the American Institute of Accountants, 
which is published in “Accounting, Auditing and Taxes— 


114 








GLIMPSES OF CURRENT ACCOUNTING LITERATURE 


1941,” discusses the question, “What is Cost?” The open- 
ing portion of the paper dwells on the general aspects 
of “cost” and the balance of the paper purports to set 
out and illustrate that the recording of costs “is, in fact, 
a problem of allocation and valuation.” 

In covering the problem of allocation (expired and un- 
expired costs) the difficulty of allocating costs to specific 
periods on a benefit principle is not overlooked. ‘In gen- 
eral, that group of costs described as expenses is custom- 
arily recorded in profit-and-loss accounts as expired, al- 
though the benefits from much of it are realized in future 
periods.” In discussing the above problem reference is 
made to the items of officers’ salaries, advertising, insur- 
ance and depreciation. 

A portion of the paper is devoted to a discussion of the 
question of cost and its application to the item of inven- 
tories. The various bases of allocation of the historical 
cost of inventories as between past and future periods are 
outlined and the conclusion is drawn that “the margin of 
differences in the amounts at which costs of specific items 
may properly be stated is too great to be ignored as trivial 
or academic.” 

The indefinite nature of the term “cost” is indicated 
and the statement is made that “the determination of cost 
figures depends on the judgment used in selecting and ap- 
plying conventional methods of allocation and valuation.” 

The Accountant (London) in a leading article 29th No- 
vember 1941 discusses “The Cost Convention in Balance 
Sheets.” The article is designed primarily to indicate the 
necessity of recording fixed assets at cost in order that an 
income statement may be prepared which might be utilized 
for purposes of determining value. “The balance sheet 
based on historical costs does in fact, through the medium 
of the income statement with which it is connected, supply 
the only basic information from which value can be accur- 
ately determined.” 

Mr. Homer Kripke in an article dealing with the same 
subject, which was reprinted in the September 1941 issue of 
The Journal of Accountancy, states that “the value of an 
enterprise must begin with the record of past earnings 
which can be shown only if the financial statements reveal 
cost.” 
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BOOK REVIEW 


General Accounting by H. A. Finney. Published by 
Prentice-Hall, Inc., New York City, 1941, cloth, 604 pages, 
price $5.35. 

In the preface of this book the author outlines the sig- 
nificance of accounting terminology to the average layman 
and indicates that the book has been written “for laymen 
and for students who, although not interested in account- 
ing as a profession, realize the importance of a general 
familiarity with the subject.” 

The author adopts the balance sheet approach and de- 
votes the first fifteen chapters to the development of the 
elementary aspects of accounting. Chapters sixteen to 
thirty-eight inclusive are given over “to a consideration of 
accounting principles governing correct statements of as- 
sets, liabilities, profits, surplus and net worth.” Chapter 
thirty-nine, “Review,” covers a set of audit working papers 
which act as an illustrative example indicating “the im- 
portance of the accounting principles discussed in the pre- 
ceding chapters.” 

Chapters forty to forty-five inclusive deal with the var- 
ious methods utilized in the interpretation of accounting 
statements. The final chapter of the group serves to il- 
lustrate a practical interpretative warning as to action “on 
conclusions reached on the basis of inadequate data.” 

Special chapters are devoted to specialized types of ac- 
counting in the fields of branch accounting, consolidated 
balance sheets and income statements, cost accounting and 
partnerships. 

The closing chapter consists of a hypothetical audit re- 
port which presents a practical application of both the prin- 
ciples of accounting and the interpretation of the accounting 
data presented. 

The book as a whole is characterized by a conciseness of 
expression, a wealth of illustration and the clear exposition 
of diverging views on the various accounting problems. It 
is written and designed in such a manner as to create a 
favourable impression on the lay reader and appears to have 
fulfilled adequately the purpose for which the author in- 
dicated that it was being written. 
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ECONOMIC NOTES 
Wartime Gold Production 


Editor’s Note: This is another in a series of notes on current 
economic subjects by Lawrence B. Jack, M.A., Montreal. 

INCE the United States has entered the war and has 

embarked on an armament programme designed to ab- 
sorb at least half the national income in the current calendar 
year, there is reason to believe that these developments will 
create a squeeze-play on Canadian gold-mining for at least 
the duration. As a result of pressure upon the steel in- 
dustry to maintain armaments production, there is bound 
to be a shortage of supply for non-essential use, which, in 
the minds of some Washington authorities, includes gold- 
mining. This proposition was well to the fore in the minds 
of officials in the Office of Price Administration and Civilian 
Supply (now just O.P.A.) as long ago as November 1941. 

They feel that a transfer of production factors, includ- 
ing workers and machinery, from gold to base metal produc- 
tion would be a massive benefit to the Allied war effort in 
view of the hemisphere shortage in copper, zinc, nickel and 
lead. They point out that mines producing only gold employ 
more than 30,000 men, which is 53% of all workers en- 
gaged in metallic mining of all kinds in Canada. The argu- 
ment proceeds on the basis that the war will be won by 
production and not by finance, and, since gold-mining has 
relation chiefly, if not entirely, to finance, it must give way 
to other more immediately useful lines of activity. 

It is painfully obvious that if American authorities want 
to translate this point of view into action they can seriously 
damage the productivity of Canadian gold-mining, even if 
they do not completely shut it off. By denying machinery 
and other supplies to gold producers, they could certainly 
destroy any possibilities of expanding gold output here and, 
in the long run, they could reduce production of existing 
mines. It is unlikely that substitutes for American ma- 
chinery could be produced in Canada at anything near com- 
parable cost and it is still more unlikely that the Canadian 
Metals Controller would allow diversion of steel to this end. 
In other words, Washington holds all the high cards in this 
game and Canadian producers and governmental authorities 
must of necessity operate under American rules. 

It should be emphasized that this attitude does not ex- 
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tend to cessation of gold buying by the United States Teas- 
ury. This move would be far too grave a blow to the British 
Empire as a whole, because it produces rather more than 
half the world’s gold output and this is worth more than 
$700 million United States dollars annually. Lease-lend ar- 
rangements do not yet cover all supplies which Britain re- 
ceives from the United States, so that gold is still a neces- 
sary means of payment. Again, gold can be used by the 
Empire in payment for goods from other countries such 
as Argentina and Brazil, since these countries also have a 
heavy demand for United States dollars. In fact, because 
gold is on the United States dollar standard (rather than 
the other way around), it would be too upsetting to do 
away entirely with gold production by refusing to buy it 
in unlimited amounts in Washington. 


Therefore, Washington authorities are in the somewhat 
anomalous position of remaining willing to buy any gold 
that is offered, yet of wanting gold-producing countries to 
reduce their output. It is recognized freely that a country 
like South Africa must be allowed to continue mining gold 
because its whole economy depends upon this one activity. 
As a result, Washington has conformed with British re- 
quests to grant high priorities for mining machinery, 
glycerine, etc., destined for South Africa. It is recognized 
that there are sound political reasons for maintaining South 
African prosperity in its accustomed groove, because the 
country is shot through with Nazi elements and a portion 
of the Dutch-speaking population is disaffected and com- 
pletely hostile to the war. Thus, the back door to the Medi- 
terranean must be maintained in friendly hands and it would 
likely be impossible for General Smuts to keep the country 
in line if anything were done to injure its basic industry. 


Thus, South Africa can probably remain assured of gold- 
mining supplies, even though in the opinion of Washington 
authorities gold production is a wholly uneconomic activity 
in wartime. On the other hand, Canada cannot in any way 
claim on either economic or political grounds that gold- 
mining is vital to her well-being, although everybody recog- 
nizes its importance. It is therefore possible to argue that 
the joint war effort would be better served by shifting gold 
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production factors into other lines, the basis of the argu- 
ment being that no matter how much it hurts the war must 
be won, and only an all-out effort can accomplish this. 


With reference to production this argument makes at 
least theoretical good sense, although in practice its mani- 
festations might easily be so harmful that they will far 
outweigh any good done. After all, any country is a social 
and political as well as an economic organism, and actions 
that make sense in the purely economic sphere may be ad- 
judged criminally insane from another point of view. But 
even in the economic sphere, an argument against cutting 
down Canadian gold production is our need for United 
States exchange. It is estimated that Canada’s deficit bal- 
ance of payments with the United States dropped from 
about $250 million in 1940 to $50-100 million in 1941, but 
this improvement was due to an excellent tourist season 
and unexpectedly heavy American buying in Canada. Since 
tire rationing and possible gasoline restrictions in the 
United States will certainly ruin the tourist trade, and since 
a stepping up of armament production activity all around 
may cause us to buy far more from the United States than 
our sales there are increased, it is almost certain that the 
United States dollar problem will once more become ex- 
tremely acute. Therefore, any reduction in the $200 million 
worth of United States exchange that the gold industry 
provides will become a matter of extreme gravity. 


The answer given by Americans to these objections is 
that Canada can get the benefit of lease-lend aid any time 
she wishes. In other words, Washington stands ready to 
solve our United States dollar problem from that end. The 
economic argument follows logically, therefore, that Cana- 
dians are ill-advised to spend effort in an activity which will 
not directly further the war effort. In fact, it is even sug- 
gested that lease-lend arrangements might be made on 
condition that Canada immediately cease gold production 
and step up base metal output. And since nowadays it is 
obvious that lease-lend is only a mere accounting formality, 
and that even this will probably be dispensed with soon, 
there is no denying that such an offer from the Americans 
would be at least superficially attractive. 
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Equally it cannot be denied that reduction or cessation 
of gold-mining would be enormously disturbing. There are 
far too many towns, districts and private fortunes based 
entirely upon gold to make a transition anything but 
extremely painful. It is pretty evident that the economic 
arguments disfavouring gold production in wartime, and 
especially in Canada, are strong. But, as suggested before, 
no country can be run according to the dictates of economic 
ends alone. At least the latter proposition holds good for 
peacetimes, but the larger and more difficult problem, 
whether it applies in the current war, has still to be met. 


16th January 1942 


IMPORT POLICY 
of the Wartime Prices and Trade Board 


INCE the passing on lst November last of the War- 

time Prices and Trade Board regulations (Order in 
Council P.C. 8528) to provide safeguards against any un- 
due enhancement in the prices of food and other necessaries 
of life and to ensure an adequate supply and equitable 
distribution of such commodities, doubtless many of our 
readers have been wondering how the merchant will be 
able to function if with a price ceiling on goods for sale 
he has to continue paying higher prices on imported ar- 
ticles. The Wartime Prices and Trade Board has made 
provision for this contingency, and in The Canada Gazette 
of 3rd January there was published a “Statement of Im- 
port Policy” as at lst January 1942. 

The object of the Board’s import policy is to ensure a 
continued flow of necessary imported goods for sale in 
Canada under the retail price ceiling. If import prices of 
such goods rise to a degree which cannot be absorbed by 
trade and industry, subsidies will be paid through the Com- 
modity Prices Stabilization Corporation. Duties and taxes 
on imported goods, however, may be lowered from time to 
time in such a way as to reduce the need for subsidies. 

The Board reserves the right to exclude any goods from 
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the import subsidy and to adjust the amount of any subsidy 
from time to time. When any exclusion is made, consider- 
ation will be given to forward commitments of reasonable 
character and amount entered into on or after 1st December 
1941. 

Payment of Subsidies—This policy of the Board pro- 
vides for the payment of subsidies on consumer goods im- 
ported for sale to domestic consumers in condition as im- 
ported, and on goods imported for processing, assembly, 
fabrication, manufacture or other method of conversion 
into consumer goods which will be sold to domestic con- 
sumers. 

The term “consumer goods” means (1) goods for per- 
sonal or household use, consumption, comfort or enjoy- 
ment, and (2) machinery, equipment and supplies needed 
by farmers, fishermen and other individuals in the course 
of their personal trade or occupation. 


The statement of policy indicates the conditions and 
circumstances under which import subsidies will not be 
paid. For instance, no subsidy will be granted on imports 
of goods which are to be re-exported from Canada either 
in their condition as imported or after conversion into 
goods for export. Since goods sold to the Department of 
Munitions and Supply or to the government of any other 
country are not subject to the price ceiling, no subsidy will 
be paid to the importer of such goods whether they be in 
the condition as imported or after conversion into goods 
for sale. The statement contains a list of thirty-seven 
types of goods specifically excluded from subsidy whenever 
imported. No subsidy, of course, will be paid on consumer 
goods imported directly by the consumer. Moreover, where 
the increase in import costs is trifling in relation to the 
amounts involved, and where the total subsidy otherwise 
payable to the exporter in respect of all goods imported in 
any month is less than twenty-five dollars ($25), no im- 
port subsidies will be paid. 

To provide against undue prices being paid by the im- 
porter, the Board requires every effort to be made that 
purchases abroad be made on as favourable terms as pos- 
sible, and states that the payment of subsidies will not be 
done in such a way as to remove the incentive of importers 
to continue to apply their best business judgment in buying 
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goods for import. If foreign suppliers attempt to take 
advantage of the situation to raise prices unduly or to 
maintain prices at unduly high levels, the subsidy may be 
withdrawn with respect to their goods. 


SALVAGE OF WASTE MATERIALS 
The Importance of “Scrap” in Our War Economy 


HE January 1942 monthly Bulletin of The Royal Bank 

of Canada, Montreal, contained some enlightening facts 

on the part which the salvage of waste materials plays and 
can play in our national war effort. 

Canada and the United States have depended on the 
countries and islands in the Pacific war area for materials 
of vital importance. For instance, 99 per cent of the world’s 
rubber comes from the following countries in the propor- 
tions indicated: 


per cent 
British Malaya, India, Burma and other 
I 5 ea eee Kee aba awe 53 
Netheriand Mast Indies .............0e000. 39 
ee ere 7 


Approximately 75 per cent of the world’s tin comes from 
the same area, and in addition there are rich petroleum 
deposits there. These facts explain the reason for the 
adoption by our Dominion government and that of the 
United States of restricted sale and processing of rubber 
and tin. Delivery of other important products is also af- 
fected by the war, among which are Australian wool, In- 
dian jute and hemp, and Philippine and Hawaiian sugar. 

As the Bulletin points out, few modern means of trans- 
portation, either civil or military, can function efficiently 
without rubber. Our available resources must therefore be 
conserved and the ordinary citizen must play his part in 
the nation’s conservation programme. In addition to reduc- 
tion in consumption he can contribute in a more direct man- 
ner by increased activity in the important work of salvage. 
The collection of waste materials is not merely a wartime 
activity, but in this emergency it must replace rather than 
supplement ordinary sources of supply. 

The possibilities of salvage are illustrated by the fact 
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that in 1939 some 170,000 tons of reclaimed rubber—the 
equivalent: of 85,000 tons of crude rubber—were produced 
in the United States, and it is estimated that under present 
conditions this amount could be doubled. The annual vol- 
ume of business done by waste metal dealers in the United 
States is estimated at $1,000,000,000, and ways and means 
of increasing this by 20 per cent have been under discus- 
sion recently in Washington. According to recent reports, 
the people of Great Britain in a period of sixteen months 
saved waste paper valued at $35,600,000—a volume large 
enough to fill forty cargo ships, thus releasing carriage 
space for other war needs. 


In our own country there was in progress during last 
year a Dominion-wide campaign by the Salvage Committee 
of the Department of National War Services for the col- 
lection of iron and steel scrap, and this campaign will con- 
tinue until the end of the war. Readers will recall the 
successful special drive last fall for aluminum. Collection 
also of copper, brass, lead, zinc and other non-ferrous metals 
essential to our war effort is continuous. Possibilities of 
salvage extend into hundreds of directions and apply to such 
materials as rags and fibres, bones, fats and oils, waste 
paper and card board. In 2,400 communities in Canada 
voluntary salvage committees have undertaken tasks of re- 
covery and a unique war organization has been formed 
called the Canadian Institute of Secondary Materials. Valu- 
able information and hints on methods of collection, sorting 
and packing have been received by the Institute from the 
“junk dealers” in our big cities. 


What About Tin Cans?—When metals are scarce and 
particularly now that our tin supplies are dangerously 
threatened, why is there not an active move to salvage the 
millions of tin cans throughout the country? The question 
of tin can salvage has been carefully studied both in Ottawa 
and Washington. “The answer,” states the Bulletin, “has 
been that it is not economical to collect tin cans, ‘unless and 
until an emergency in the supply of tin renders it imperative 
to conserve tin without regard to its cost.’ At present the 
cost of collection and shipment to detinning plants in the 
United States is prohibitive and in Canada we would have 
to build such plants before collection would be even worth 
considering. Furthermore, one hundred pounds of tin cans 
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yield only 1.2 pounds of tin; the residual tin which cannot 
be removed reduces the value of the steel scrap to the 
lowest level. While there is apparently an inexcusable 
theoretical waste of tin in the destruction of tin cans, the 
cost of recovery is so high that it would only be feasible 
in the face of the gravest emergency.” 

Saving of Time and Labour—tThere is one result of the 
national salvage campaign that many of us have not fully 
appreciated. The collections of used or waste metal relieve 
the demand upon our material resources and make possible 
the diversion of labour to other war tasks. In the case of 
steel, the Bulletin points out, the use of scrap increases the 


output of a smelter using iron ore alone and turning out. 


10,000 tons of steel a week, to 25,000 tons a week using iron 
ore and scrap. This means a saving in the services of 
skilled miners. In addition to the time and manpower saved, 
there is the great economy in fuel and power. According 
to reliable estimates, one pound of scrap aluminum recov- 
ered means eleven kilowatt hours of electricity saved. 
Germany and Japan were fully aware of this, and before 
1939 huge cargoes of used iron left Canadian and United 
States ports for those two countries. 


TABLE OF EXCHANGE RATES 
(Kindly supplied by The Canadian Bank of Commerce, Toronto) 


31st December 15th January 
1941 1942 

OE ciGy cir adiasn 10-11% P. 10-11% P. 
EE ee een ey a ee 443-447 443-447 
Australian Pounds .......... 35814 35814 
New Zealand Pounds ........ 360 360 
South African Pounds ....... 443 443 
British West Indian—Dollars . 9270 9270 
India—Rupees .............. 3358 3358 
Hong Kong—Dollars ........ 2835 (nominal) 2835 
Straits Settlements—Dollars . 5251 5232 
Sweden—Kronor ............ 2637 2637 
Switzerland—Francs ......... 2569 2569 


Note: The above currencies are expressed as follows: Pound cur- 
rencies—Canadian cents per unit; Continental currencies and sundry 
British Empire—Canadian cents per 100 units. 
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Salaries Controller 


According to an announcement published in The Canada 
Gazette of 3rd January 1942, the recommendation of the 
Treasury Board that C. Fraser Elliott, K.C., Commissioner 
of Income Tax, be appointed Salaries Controller, to exercise 
such of the powers conferred upon the Minister of National 
Revenue under Order in Council P.C. 9298 (The Wartime 
Salaries Order) as may be delegated to him by the Minister, 
was approved by Order in Council P.C. 71/9823 on 17th 
December last. 


Study in Internment Camps 


In a recent talk from the offices of the British Broad- 
casting Corporation in London, the speaker referred to the 
life in internment camps in Germany and the facilities pro- 
vided through the International Red Cross Society for 
study. It is possible for prisoners-of-war to try examina- 
tions in their own particular calling, he said, and among 
the professions he mentioned was that of the chartered 
accountant. It is presumed that this examination would be 
furnished by the Institute of Chartered Accountants in 
England and Wales. 


Provincial Taxation 


On 15th January Hon. J. L. Ilsley, Minister of Finance, 
announced that draft agreements between the Dominion and 
the nine Provinces had been prepared and now awaited the 
approval of the several provincial legislatures. The agree- 
ments are the outcome of months of negotiations based 
on the Minister’s budget proposals last April that the 
Provinces vacate the personal income and corporation tax 
fields during the war and the year following. According 
to estimates, nearly $100,000,000 will be required annually 
from the Dominion treasury to. compensate the Provinces 
for the revenues they are giving up under this arrangement. 


After the agreements are approved by the provincial 
legislatures, a summary thereof will be published in Tur 
CANADIAN CHARTERED ACCOUNTANT. 
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Index Figures of Living Costs 


At page 441 of our December issue, the index figures 
of cost of living from March 1941 to October 1941 were 
given. 

According to the Dominion Bureau of Statistics, the 
index number of living costs on the base 1935-1939 = 100, 
advanced from 115.5 on 1st October to 116.3 on 1st No- 
vember, but declined from 116.3 on 1st November to 115.8 
on Ist December 1941. This index which has been specified 
as the basis for calculating cost-of-living bonus adjustments 
under Order in Council P.C. 8253 has increased 14.9 per 
cent between August 1939 and December 1941. 


Summary of Mineral Production in 1940 


Presumably it takes some time for exact figures to be 
compiled of production of the mines of Canada, and that 
would explain why the results of the year 1940 have not 
appeared prior to the issue of January 1942 of The National 
Revenue Review. 

The mineral production of Canada for 1940 was valued 
at $529,825,035, an increase of 12 per cent over 1939, the 


previous record year. Following are some details: 
(000 omitted) 
Gold production (5,311,145 fine ounces) ...$204,479 


Silver output (23,833,752 fine ounces) .... 9,116 
Base metals (copper, nickel, lead and zinc) 155,923 
I ee Dae oa vig a bauer aun aes 12,985 

Total metal production ............... $382,503 
Fuels (coal, natural gas, crude petroleum 

RE ere ee ee ere ee 78,838 
Other non-metallic minerals .............. 26,012 
Structural materials (clay products, cement, 

lime, sand, gravel and stone) ......... 42,472 


Total mineral production (000 omitted) ..$529,825 


Pulp and Paper Industry in 1940 
The manufacture of pulp and paper has been consistently 
one of the most important industries in Canada during the 
past quarter century, observes The National Revenue Review 
in its issue of January 1942. The gross value of production 
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in 1940 reached a new high record level of $298,034,843 as 
compared with $208,152,295 in 1939. The previous high 
record was in the year 1929, but the 1940 figures exceeded 
those of that year by 22 per cent. The total tonnage of 
paper manufactured was valued at $195,614,000; of this 
81 per cent was newsprint. 


Corporate Profits in the United States 


The reported earnings (after provision for income and 
excess profit taxes) of 416 of the larger United States in- 
dustrial corporations as set out in the December 1941 issue 
of the Federal Reserve Bulletin have increased approximately 
30% in the first nine months of 1941 over the corresponding 
period of 1940. The reserve for taxes of a representative 
number of the companies examined showed an increase of 
over 300%. 


Taxation and Savings 


The Economist (London) of 29th November 1941 indi- 
cates that the latest weekly figures on “war savings” for 
Great Britain show a persistent decline. The reasons given 
for this decline is that the deduction of income tax at the 
source at the new standard rates and the operation of the 
reduced personal allowances are being felt. 


Concentration of Industry in Britain 


“The satisfaction of minimum needs is the basis of war 
effort. A certain proportion of non-essential industries, 
therefore, is essential and the Board of Trade, having in 
view that the purpose of concentration is primarily the 
economical manufacture of the restricted volume of civil 
goods, has, with the important exception of the woollen in- 
dustry, practically completed its programme for the con- 
centration of industry. The application of the limitation 
of supplies to industries non-essential to the present nation- 
al needs, resulting in reducing them to the required scale 
and their labour force to the desired level, is a move in 
the right direction. The immediate task is to transfer 
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labour from non-essential industries into war work in order 
to obtain the all-round maximum effort necessary for carry- 
ing on the war. The number of workers already released 
through concentration is approximately 145,000 and of 
those 103,000 have found war-time employment. 45,000,000 
square feet of factory space has simultaneously been liber- 
ated, though some of it will not be usable for other pur- 
OE icc-oa% 

“It is undoubtedly true that we have not reached the 
peak of productive capacity in this country and that all the 
resources which are not essential to the maintenance of the 
health and efficiency of the nation have not yet been trans- 
ferred to the war effort, but by increased restriction of 
civilian demand and by pooling the non-essential industries 
much may be done towards this very necessary factor to 
winning the war.”—The Accountant (London) 


Limitation of Spending 


M. Kalechi of Oxford has advanced a plan for compre- 
hensive rationing under which each adult and child is re- 
stricted to a weekly expenditure in shops and stores of a 
definite amount. The main purpose served by the plan 
is to immobilize excess purchasing power and prevent the 
conversion of capital into income. 


Steering Purchasing Power 


In Germany the plan of “iron savings account” has been 
adopted as a means of steering the excess purchasing power 
resulting from increased wages into savings. The in- 
dividual is allowed to deduct from his income for tax pur- 
poses designated savings and the sum deducted is credited 
to him in a special savings account. Withdrawals from 
these accounts are not allowed until twelve months after 
the war. A limit is placed on the amount of such savings. 
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LEGAL DECISIONS 


[Epi1ror’s Note:—The following are brief summaries of recent 
decisions of the Canadian Courts as taken, by the kind permission of 
the Canada Law Book Company, from the Dominion Law Reports. In 
each case reference is made to the volume of the Reports where the 
full judgment may be found. It should be kept in mind that the 
decisions given may not in every case be final.] 


Mortgage on lands of several persons—Apportionment of 
liability inter se 


(Petrie v. Petrie et al.) 


Ontario High Court 

A father and his two sons, each of whom owned his own 
land, carried on their farming operations in partnership. 
The father, having agreed to raise money to build a house 
on his elder son’s land in connection with the latter’s pro- 
jected marriage, applied for a loan, and at the lender’s 
insistence the loan was secured by a mortgage on the lands 
of the two sons as well as upon the father’s. On the elder 
son’s death his father and brother contended against his 
widow that deceased’s land should bear the whole burden 
of the mortgage. The Judge found that the mortgage 
moneys were not a gift to deceased but also that it was 
never intended that his property should bear the whole 
burden of the mortgage. 

Held, the lands of all three mortgagors should bear the 
mortgage debt ratably in accordance with their respective 
values.—[1942] 1 D.L.R. 70. 


Sales tax on electricity—Order in council authorizing equal 
charge to consumer—Whether Indians exempt 


(re Delisle v. Shawinigan Water & Power Co.) 


Quebec Superior Court 

The provision of Order in Council P.C. 2845 (25th Sep- 
tember 1939) authorizing suppliers of electricity to charge 
their customers an additional amount equal to the sales tax 
imposed by the Special War Revenue Act, R.S.C. 1927, c. 179 
[am. 1939 (2nd Sess.), c. 8, s. 4], applies to Indians resident 
on a reservation in respect of electricity supplied to them 
for use in their dwellings. The tax is imposed not upon the 
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consumer but upon the supplier, and hence there is no viola- 
tion of s. 102 of the Indian Act, R.S.C. 1927, c. 98, which 
exempts Indians from taxation for their real or personal 
property.—[1941] 4 D.L.R. 556. 


Succession duty—Shrinkage in value of estate after death 
—Overpayment of duty—Executors’ liability 


(re Jost) 


Supreme Court of Canada 

Executors are entitled to pay succession duties based 
on the value of their testator’s estate at the date of his 
death and at the rates applicable to the various classes of 
beneficiaries named in his will notwithstanding that before 
payment of the duties the estate had so shrunk in value that 
bequests upon which a higher rate of duty was payable 
were extinguished.—[1942] 1 D.L.R. 81. 


Taxes—Distribution of Depreciation fund among share- 
holders—Income or capital 


(re Bahamas General Trust Co.) 


Alberta Supreme Court 

A company set aside certain moneys as a depreciation 
reserve out of the rentals received from a building owned 
by it, and in the following year distributed such moneys 
among its shareholders as a so-called “depreciation divi- 
dend.” 

Held, the money so distributed retained its character 
as income and was assessable to income tax in the hands 
of the shareholders.—[1942] 1 D.L.R. 169. 


Wills—Direction to pay succession duties—Whether 
additional gift of 


(re Shaw) 


Ontario Court of Appeal 
A clause in a will, “I direct all my just debts, funeral 
and testamentary expenses, succession duties, and other 
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taxes to be a first charge on my estate, and to be paid and 
satisfied by my executors . ... as soon as conveniently may 
be after my decease,” clearly indicates an intention to make 
an additional gift to the beneficiaries of the succession 
duties for which they are as between themselves and the 
Crown primarily liable-—[1942] 1 D.L.R. 21. 


PROVINCIAL NEWS 


ALBERTA 
EDMONTON 

During the fall the Edmonton Chartered Accountants’ 
Club sponsored a bowling league in which the members and 
students of the various offices participated. The league, 
composed of six teams of five men each, wound up opera- 
tions on 19th December 1941 and the following teams were 
the winners in the play-offs: Geo. A. Touche & Co.—first; 
Patriquin & Johnstone—second; and Provincial Auditors— 
third. 

On 29th December 1941 the members of the Club at- 
tended a Christmas party at The Edmonton Club and all 
members present had an enjoyable time. 

J. G. Duncan, President of the Chartered Accountants’ 
Club, presented the bowling prizes following the banquet, 
and after a few other business items the members adjourned 
and enjoyed the facilities of The Edmonton Club for the 
remainder of the evening. 


QUEBEC 


The Society of Chartered Accountants of the Province 
of Quebec announce the following results in the examina- 
tions conducted by the Board of Examiners-in-Chief of the 
Provincial Institutes of Chartered Accountants Ist to 6th 
December 1941: , 

Intermediate—Passed: Bernard L. Albert, Julien Fayet, 
Oscar Friefield, Jack Gitlitz, Gerard Larose (Quebec City), 
Benoit Morency (Quebec City), Jean-Paul Robitaille (Que- 
bee City) and Georges-Albert Roussin (Quebec City). 

Final—Passed full examination: Patrick H. A. Coris- 
tine, James William Fitzpatrick, L. Paul Fournier, A. Gar- 
maise, W. P. Gould, John Howard Gough, Philip Hollinger, 
S. Q. M. Horn, L. A. Kravitz, L. O. L’Heureux, W. G. 
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Mackenzie, M. N. Padber, M. A. Rousell, Saul Reisler, I. 
Stein and S. Venetsky. 

Passed supplemental examination: N. L. Aronson, W. D. 
Myers, S. Neamtan, J. L. O’Donnell, S. Steinberg and Percy 
Strean. 

Granted supplemental examination: K. A. Buckland, 
W. E. Evens, Frank Gorman, R. E. Lewis, H. Lonn, S. Port- 
ner, M. G. Stewart, P. H. Simard, Paul Trudel and C. F. 
Topp. 

Prizes—Intermediate: Winner of War Memorial Prize— 
Gerard Larose, graduate of L’Ecole Superieure de Com- 
merce de Quebec. 

Final: Winners of War Memorial Prizes—Philip Hol- 
linger, first prize; J. W. Fitzpatrick, second prize. 


Candidates of L’Ecole des Hautes Etudes Commerciales 
de Montreal: 

The following students passed the Final examination 
held 2nd, 38rd and 4th December 1941 at L’Ecole des Hautes 
Etudes Commerciales de Montreal set under the provisions 
of Act 17, George V. Chapter 46 and the agreement be- 
tween the School and the Society: 

Final—Passed full examination: C. Percy Auger (Que- 
bec City), Hensley Bourgouin, Roger Dugre, Jacques 
Nadeau, Jos. Ste. Marie and Jacques Thibaudeau. 

Passed supplemental examination: Arthur Allain, Herve 
Beauregard and Delphis Clairoux. 

Granted supplemental examination: Roland Pouliot, 
Philippe St. Jacques and Armand Vezina. 

Prize: Winner of War Memorial Prize—Hensley Bour- 
gouin. 


PERSONALS 


Messrs. Patriquin and Johnstone, Tegler Building, Ed- 
monton, Alberta, announce that they have admitted as 
members of the partnership, James G. Duncan, John P. 
McClary and Gordon F. McClary, and that the name of the 
firm is now Patriquin, Johnstone & Co., chartered account- 
ants. 
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The Late Alexander Fleming Copland Ross 


The Society of Chartered Accountants of the 
Province of Quebec deeply regrets to announce the 
death, at the age of seventy-one years, of Alexan- 
der F. C. Ross on 20th December last. 


Born and educated in the city of Montreal, the 
professional career of Mr. Ross saw a rapid expan- 
sion in the field and activities of the chartered ac- 
countant. He entered the firm of P. S. Ross & Sons 
on lst February 1890, and it will be recalled that he 
was a son of the late Philip S. Ross, the founder of 
the Firm and one of the incorporators of the So- 
ciety of Chartered Accountants of the Province of 
Quebec in the year 1880. 


The late Mr. Ross was one of the incorporators 
of The Dominion Association of Chartered Account- 
ants in 1902, and in 1907 became its President. He 
also represented, in Canada, The Society of Incor- 


porated Accountants and Auditors of England, and 
in 1900 was one of the Canadian delegates to a con- 
ference at St. Louis, at which the Certified Public 
Accountants Association of the United States was 
formed. 


To the layman the life of a chartered accountant 
is sometimes depicted as being prosaic, but in the 
case of Mr. Ross it was entirely different. He had 
many interests outside his professional life. He was 
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keenly interested in sports and in the early nineties 
had been a member of the original Britannia Foot- 
ball Club, of which the city of Montreal of that day 
was very proud. An ardent tennis player, golfer 
and curler, he maintained during the winter months 
one of the few private curling rinks in the city. 


Prominent too in the Masonic Craft, he had been 
recently elected to the second highest office in the 
Scottish Rite for the Dominion of Canada. Also he 
had been Grand Treasurer of the Grand Lodge of 
Quebec for the past twenty-two years, the twenty- 
first anniversary of his election to that post being 
recognized by his being made the Honorary Past 
Grand Master of the Grand Lodge of Quebec. 


Formerly a member of the St. Paul’s Presby- 
terian Church, Mr, Ross had been a member of St. 
Andrew’s United Church, Westmount, for many 
years. He was actively interested in church, charit- 
able and public welfare movements. He had been 
on the board of management of the Montreal Sail- 
ors’ Institute since 1897, an institution of which his 
father had been one of the founders, and in fact 
sueceeded him as Honorary Treasurer, a position he 
occupied to the date of his death. 


There was no man held in greater esteem in 
business and professional circles in the city of Mont- 
real, nor one who had a greater number of friends. 
Sincere sympathy is extended to Mrs. Ross and fam- 
ily and to his brothers in their bereavement. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


The American Accounting Association’s statement on 
“Accounting Principles Underlying Corporate Financial 
Statements” which was published as an article in the June 
1941 issue of The Accounting Review and discussed in the 
October 1941 issue of this magazine (pp. 275-277) has now 
been published by the Association in a form similar to that 
of the pamphlets of the Committee on Accounting Pro- 
cedure of the American Institute of Accountants and so 
becomes available as a separate document. 

The statement represents a revision, in the light of five 
years of discussion and criticism, of the statement of “‘ten- 
tative principles” first enunciated in 1936, and while some 
of its content must still be ranked as controversial it can 
be regarded as the expression of views which command 
a wide measure of support amongst members of the ac- 
counting profession in the United States. It contains only 
eight pages and is a masterpiece of condensation well 
worthy of a place in the library of any student or practi- 
tioner. 

* bd * 

It is noteworthy that in this revised statement the 
authors stick by their guns in the assertion that any bond 
discount should be shown on the balance sheet as a deduc- 
tion from the maturity amount of the bonds and not be 
left vaguely floating around the assets side of the balance 
sheet as an item not falling within any of the recognized 
categories of assets. Since for purposes of any intelligent 
statement-analysis bond discount must be treated in the 
manner advocated by the Association it is regrettable that 
so few published accounts follow the Association’s advice 
and so relieve the analyst of making adjustments before 
proceeding to his analysis. The conventional procedure 
whereby bond discount is shown on the assets side is some- 
what analogous to presenting depreciation reserves on the 
liabilities side and seems to be open to the same sort of 
objections. It probably has its origin in a failure to realize 
that debits resulting from the application of double entry 
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technique may represent either of two entirely distinct 
things, viz. assets or liability offsets—and similarly that 
credits may represent either equities or asset offsets. 

a + * 


A cleavage of principle is discernible, as published state- 
ments of Canadian companies have recently become avail- 
able for the year 1941, in the treatment of the charge 
creating the reserve against future inventory depreciation 
in accordance with s. 6 of The Excess Profits Tax Act, 1940. 
Some companies (presumably the majority) treat this 
charge as a deduction from revenue in arriving at the 
earnings of the period whilst others ignore it in computing 
earnings for the period and treat it as an appropriation 
of earned surplus. A different figure of periodic income 
of course results, according as one or the other method is 
followed, and it is impossible for both measures to be cor- 
rect. The dominant practice is probably motivated by a 
desire to show as earnings no more than the amount on 
which excess profits tax is payable but it is doubtful wheth- 
er this practice gives the true measure of earnings. The 
fact would seem to be that on a specified portion of earn- 
ings no excess profits tax is presently payable. This cir- 
cumstance does not affect the actual amount of those earn- 
ings in either the period in which the reserve is created 
or the period in which the reserve is reversed and on this 
construction the charge is an appropriation of surplus 
rather than an expense to be matched against gross revenue. 

* * * 


A successful payroll plan has been devised by Cleve- 
land’s Central National Bank under which a blanket pay- 
roll cheque is deposited by the company with the bank who 
sets up special ledger sheets on which each employee’s 
salary is credited. When the company’s cheque is credited 
to the individual accounts a voucher is sent to each em- 
ployee notifying him that his salary has been credited. 
Among the benefits which are claimed for the plan are 
that it eliminates the need for separate accounts and that 
no reconciliation of the payroll is required at the company’s 
office. 
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STUDENTS’ ASSOCIATION NOTES 
ONTARIO 

A successful bowling night was held by the Ontario 
students on 11th December 1941. Warren Smith had the 
high total for three games 750. Jack Burnham, Gord Mc- 
Cauley and John Snowball had the high scores for the first, 
second and third games respectively. The prize for the 
nearest to the average game score was won by George 
Death with 167. There were 5 who tied for this prize and 
the winner was decided by a draw. 

It is the intention of the executive to hold more of 
these “get-togethers” in the form of an amateur bridge 
tournament, a skating party and a ski trip during the 
winter months. 


QUEBEC 


The Late Beverley Leslie McIntyre 


The Society of Chartered Accountants of the Province 
of Quebec reports with deep regret the death of one of 
its most promising students, LAC Beverley Leslie McIntyre, 
who lost his life in a tragic accident on 12th January 1942. 

LAC McIntyre was killed during a night training flight 
near No. 9 Service Training School at Summerside, P.E.I. 
It is believed that his plane crashed when he was attempt- 
ing to land at a time when visibility was poor because of 
a snowstorm. The plane, of which he was the only oc- 
cupant, was badly wrecked. 

Joining the R.C.A.F. in June 1940, LAC McIntyre was 
honorably discharged and then rejoined the service in May 
1941. He received his training at St. Hubert, Victoriaville, 
and Chatham, N.B., and graduated at No. 9 S.F.T.S. only a 
week before his death. He was a graduate of Montreal 
High School, and prior to his enlistment was a member of 
the staff of McDonald, Currie & Co. Active in sports and 
student activities the young airman was affectionately 
known as “Bev.” to the members of the Quebec Chartered 
Accountants Students’ Society, and news of his death came 
as a great shock to the members. 

To his parents and brother and sister, the members of 
both Societies extend their deep sympathy. 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 
FINAL EXAMINATION, JUNE 1941 
ACCOUNTING IV 
Question 1 (20 marks) 
The following figures have been extracted from the books of the 
Shenandoah Co. Limited as at 3lst March 1941. 


BAOTMOA BULHIGN BOCOUNE oa x ois csc ccic ccc viccsioss $ 8,150 
Balance, Slst March 1940 .......csccscsces $37,825 
Less Transfer to capital surplus (cost of : 
preferred shares redeemed on 15th Jan- 


rw ELD Soucakxwsws's sss steers oeaee o $19,100 
Dividends on preferred shares .......... 10,575 29,675 


Profit and loss account 
Net profit on operations for year to 31st 


Nhs NY os cise arabika ve Sens oie een 26,200 
Sinking fund investments (for retirement of 
PEED anys Bales Sioa NGo a sasha cee bc ewes 86,400 
GWE SIGE BEAVCH BORO ainsi. ois incc cicivceceecse 83,900 
Annual payment to trustees, Ist March 1941 2,500 
ree 83,900 
Capital surplus (par value of preferred shares 
POROSMIO SO TRUE) «oss sis sakes cesses 85,000 


Other information: 

A statement of the trustees of the sinking fund as at 3lst March 
‘ 1941 shows that interest on investments amounting to $3,820 was re- 
ceived during the year to 3lst March 1941. No entry has yet been 
made in respect of this income in the company’s books. 

The par value of the preferred shares redeemed prior to 31st 
March 1940 was $65,000, and the par value of those redeemed during 
the year 3lst March 1941 was $20,000. 

Supplementary Letters Patent have been obtained authorizing a 
reduction of the capital of the company by $65,000, representing the 
preferred shares redeemed to 31st March 1940. The Supplementary 
Letters Patent are dated 15th November 1940. 

The following dividends were declared at a meeting of the direc- 
tors held on 31st March 1941, payable 15th April 1941, namely, pre- 
ferred $3,225; common $50,000, and have not yet been taken up in 
the books. 

Required: 
(a) Adjusting journal entries 
(b) Statements, as at 3lst March 1941, of: 
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Profit and loss 
Earned surplus. 


The latter statements should clearly indicate which items are 


profit and loss items and which are appropriations of surplus. 


NOTE: Ignore income and excess profits taxes. 


SOLUTION 
(a) Sinking fund Investments: «....0.0...0626 cise ees $ 3,820 
SCE MD ois sien sa cine beieacn tek awe wanes $ 3,820 
Interest on sinking fund investments for year. 
RE III oie Gib. ha Geers 6 ic sinks a ayo SRS sles 65,000 
UC eee eae er ae re 65,000 


Transferring to earned surplus the amounts ap- 
propriated for purchase of preferred shares and 
profit on redemption, to 3lst March 1940, as the 
reduction of capital has been authorized by sup- 
plementary letters patent dated 15th November 


1940. 
Re NN ities Ss Wind eae wees Meee ae ee 
Preferred dividend payable .................. 3,225 
Common dividend payable ................... 50,000 


Setting up liability for dividends declared by the 

directors on 3lst March 1941, payable 15th April 

1941. 
SE INN 5 8356 d cieeow sense on seS Se bewERO 6,320 

BMMRIne TUNG TEMCPVE 6k. k eckcecceceeseeess 6,320 

Transferring to sinking fund reserve the annual 

sinking fund provision, plus interest earned on 

investments of the fund for the year. 


STATEMENT OF PROFIT AND LOSS 
FOR YEAR ENDING 31ST MARCH 1941 


RUGL. TAtt OR COE ACIOUD © is 65. 5 wba ois Sieh ee kd eawwesaes $26,200 
Interest on sinking fund investments ................... 3,820 
Net profit for year, transferred to earned surplus ...... $30,020 
Statement of Earned Surplus 
ReemmeO Gt SISt WEAPON TOG0 occ iis vcore CaS Skea we $37,825 
STOMELOD TTOMt CADIEAL GUPDIUE © ..o6.oos 6 sie cciséciveiseacewes 65,000 
Net profit from profit and loss account ................. 30,020 
$132,845 
Appropriations : 
Capital surplus, for cost of preferred shares 
NING 25 Sx sross ons a3 SATE Oe STAN G Solow $19,100 
emer TN POMEPVG: 5 66iia ck escsccbsonceenses 6,320 
Dividends paid and declared: 
EELS Go SOR VG dnd y Rani aseewew sce snaelsea~s 13,800 
RRM eiicrecinta anh ebb sigtad Scns SuSE ae 50,000 89,220 
painnce at Slat March 1947 .....4.6 chic cs iwecces $ 43,625 
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PROBLEM II 


THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 


FINAL EXAMINATION, JUNE, 1941 
ACCOUNTING IV 
Question 2 (20 marks) 


The former partnership of Holly & Smith was incorporated as 
Holly & Smith, Limited, as of 30th April 1940. Messrs. Holly and 
Smith are each virtual owners of 50% of the shares. Their main 
business was selling and renting real estate and placing insurance, 
on commission. As of lst May 1940 the company was appointed 
agents of the properties and mortgage investments of the Neill estate; 
the agreement specified that $1,000 per month was to be paid the 
heirs, as an interim payment, out of collections; that, as soon as 
possible after the end of the year, an account should be rendered and 
a final cash settlement for the year made; and that the company 
should deduct a commission of 5% of all collections. 

By agreement the salaries of Holly and Smith were to be deter- 
mined at the end of the year as 50% of the net profit each; meantime, 
drawings to be charged to drawing accounts. 

On 30th April 1941 the trial balance taken off is as follows: 


FO MEIC Lai Aloe Riles oe clowning a th saw Waw ain dawasia $ 1,612 
Accounts receivable: 
SR EN IN IUD «5 Siaicicin bes isSisbenbisec's vecsecacs 260 
Real estate commissions—sundry clients ......... 425 
Insurance premiums—sundry clients ............. 3,210 
Commissions—Real estate and rentals ................ $ 8,618 
Commissions—Insurance premiums .................. 2,216 
Rentals charged—Neill estate ..................0000- 13,600 
Mortgage interest collected, Neill estate .............. 9,000 
Repairs to properties, Neill estate .................... 2,168 
Taxes on properties, Neill estate ..................... 2,740 
Insurance on properties, Neill estate ................. 426 
Legal expense, Neill estate .................. cece eee 150 
Accounts payable: 
SUED MII nos bonds css weseecesswsesses 4,000 
Neill estate repair accounts ...................... 425 
ay ND ONS oso vaso 00 oe sito 50 os 0045 320 
I END oe a er ia SSG beste os'.0S 4 es aja 1,800 
Stationery, postage, telephone, etc. .................65 580 
Olice Tariiture ANd MECUPOD ....... cw ccccccccccceseaons 1,500 
RN 5 osha ow wisn vs 4o: wubb wie vera Tes a anim 3,820 
DR ei ie ns! 5th a ors Sie Kio Se 28 se wiewcd Sore a 1,037 
Remittances to heirs Neill estate .................... 12,000 
SE ee ee a2 ig a clans ioe was DS Win oe Sietoe 9 ea ore wt 17,500 
Saeed TE INIRE 6 bo Goths oe o.sis bun oes Swe e aise wens 4,800 
Bmtth—GrawiMe ACCOUNE .... 6c cca ccc ceesccsceccses 4,150 


CS eee eee ee Teer er ee Ee 20,000 


$58,178 $58,178 








The accounts payable—insurance premiums—are gross premiums, 
on which the company is entitled to deduct 15% commission on 
settlement. 
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No entry has been made for commission earnings on rents and 
mortgage interest of the estate. 

Depreciation should be allowed of 10% on furniture and fixtures, 
and 25% on automobiles (purchased May 1940). 

(a) Prepare profit and loss account and balance sheet as at 
30th April 1941; also statement to be submitted to the heirs of the 


Neill estate. 
(b) What criticisms and recommendations have you to make as 
to the accounting methods of the company? 


SOLUTION 


(a) HEIRS OF THE NEILL ESTATE 


IN ACCOUNT WITH HOLLY AND SMITH LIMITED 
COVERING THE YEAR ENDED 30TH APRIL 1941 


Credits 
Rentals collected: 
OMEN IEEE oe ses W gros at Cem iancwwibed awe tom $13,600 
PE UIE obec Sais bic SSSR Goa oe ae 260 $13,340 
Mortwage intercst Collected 2. ..ccesccscccedecceces 9,000 
$22,340 
Debits 
Commissions on collections 
ECE CO eT ee $ 15917 
Expenses paid: 
IIE Pui ss diay ies aslo leas alu eaten ee eee eo EaN 1,743 
Mee aoac pata ts eld ea a eRe Ri Waid Ba aOR TIOS 2,740 
I 6 ai.b 5K a anh ovo wks Wie 0 SlkGa Rae Dw aR Rares 426 
NN NIN © 2 50555. 0 nF 510.6 oars nce ral WoleWa Rig Mate taIsIES 150 6,176 
Excess of receipts over expenses ...............256. 16,164 
UIUMNE POTN OOD 50-656 0-8 6 0.0 S86 oie 6:s-ereviwinioe dlereiescs 12,000 
ea | ee $ 4,164 


Hotty & SMITH, LIMITED 
Profit and loss account for the year ended 30th April 1941 


Commissions : 

Real estate sales and rentals, sundry .............. $ 8,618 

Rentals and interest, Neill estate .................. bai7 

RROUUUR RPI CSG. ATRIA ONNEREI 55's 55 650:6:65 wp toreuane 6.0 i-5.0le Aaeulaiwralane 2,815 $12,550 
SE loko: A a nied oe wie Dhol oe ciens wah dress Sheik 1,800 
Stationery, postage, telephone, etc. ................... 580 
PN NII going o binieiea's aac uaa os Said Sos ee edie s Relea 1,037 
Depreciation—furniture and fixtures ................ 150 
Depreciation—automobiles ............ 0.0 e cece eee 955 
RIT MONON | o5eso oa eS chee ie sie eS S4 wba eerie 8,028 $12,550 
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Hotty & SMITH, LIMITED 
Balance sheet as at 30th April 1941 








Assets 
Current: 
STE ONIN 6 cGy Cabana ccwsitalbee sae vanea ewes $ 1,612 
Te ee aera a ae ee 3,635 
Due from executive officers ..............cceceeeee 922 $ 6,169 
Fired: 
Office furniture and fixtures ............... $1,500 
SLR TROIDINM RENO oo2\o ssh ola sb 0G wh 40 wale e's oe 150 1,350 
EIN Gc ti wi ns webs viens swe <yawae 3,820 
SEE MURIEUNOAID as Sis Soins bse Swe see Raw eis 955 2,865 4,215 
NMED entered ees ies pis cam arp Xora S av cs ww Ma sions Sate Sans cad d (oe Bia 17,500 
Trust funds account—nil. 
$27,884 
Liabilities 
Current: 
MOCOUNIS MAVAUIC, BUNGE oii in oes ccc cece ca adsse 320 
Premiums due to insurance companies, less commis- 
SO Rh he chee cia craton Wate Sa ec iereisie a Slave eiblsisieie's 3,400 
Trust funds—Heirs of Neill estate .................. 4,164 $ 7,884 
SRN RINE oy eGo ala Ta nth 6 We ak honed wie e's ares vwiw wom ele wee ma anne 20,000 


$27,884 


(b) The main criticism is that trust funds are being confounded 
with those of the firm. The underlying principle is that an agent 
should not confound property of his principals with that of his own. 
The amount due to the Neill estate should be but is not on deposit 
in a separate trust account. Neither is the amount due to the estate 
available in the firm’s account. Funds of the estate have therefore 
been used for general purposes of the firm. The accounts of the Neill 
estate should be entirely separate from the firm’s and should not ap- 
pear on their books; periodically a cheque should be drawn on the 
trust account for the commission due to the firm, and deposited in 
the firm’s account; no other part of the moneys collected for the 
estate should be deposited in the firm’s account. 

My recommendations would be: 

(1) That funds be made available immediately for the payment 
of the balance due to the Neill estate, by using available assets of the 
firm, and contribution of any shortage by Messrs. Holly and Smith. 

(2) That a trust account be opened in the bank, and any amounts 
collected for the estate, less agent’s commission, and any expense 
paid for the estate account, since Ist May 1941, be deposited therein. 
Thereafter, all collections for account of the estate to be deposited 
in the trust account, and expenses of the estate properties, agent’s 
commission, and remittances to the heirs to be drawn thereon. 

(3) That a set of books be opened for the estate entirely separate 
and distinct from the firm’s books. 
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PROBLEM III 


THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 


FINAL EXAMINATION, JUNE, 1941 
ACCOUNTING IV 
Question 3 (25 marks) 


The directors of an investment company have asked your advice 
on certain matters, and you have obtained the following information: 

1. During the past year certain investments have been sold and 
replaced by others. A net profit of $116,500 has been realized through 
these sales, which has been transferred to an account called “Profit 
on investments realized.” There had been no sales of investments 
in previous years. 

2. The investments are carried at book value (which is cost) of 
$1,316,000 at 31st December 1940. The current market value at the 
same date was $1,245,150. 

3. A stock dividend of 150 shares of no par value was received 
on 15th December 1940. The market price of the shares at that 
date was $36 a share. The Dominion income tax department has 
ruled that for tax purposes a value of $10 per share shall be used. 
No entry has been made in respect of these shares, (which are unsold 
at 31st December 1940) other than a memorandum of the additional 
shares received noted on the investment ledger sheet, and they have 
not been included in current market value referred to in paragraph 2. 

4. The earned surplus account shows a credit balance of $32,500; 
of this amount, $21,600 represented the net income for the year 
to 31st December 1940. Full provision has been made for estimated 
taxes on income. 

Being anxious to pay as large a dividend as is consistent with 
good accounting practice, they have requested you to give your 
opinion as to: 

(a) The maximum amount which is legally available for payment 

of dividends 

(b) Whether the shares received as a stock dividend might be 

taken into income account, and if so, at what value 

(c) Any other advice which might help them in deciding on the 

amount of the dividend declaration. 

NOTE: A formal report is not required. Your answer should dis- 
cuss fully the principles involved, and the reasoning by 
which you arrive at your opinion as to the maximum 
amount available for payment of dividends. 


SOLUTION 
(a) Marned surplus Balance ...6.... cess cccaise sc acwes $32,500 
NOHMPIUEN) OPUE, ore oink < wich e SS ae Nee eee Weleod ac $116,500 
Less Unrealized Capital LOSS... :i.0i sc cece ceccees 70,850 45,650 
Stock dividend—150 shares @ market value of 
GOOG eR PO. os sic claws osiniew ese aieteiwcialers 5,400 
$83,550 


(b) The question of the treatment of stock dividends is a difficult 
one. Many accountants argue that there should be no entry other 
than the one which has already been made viz; the memorandum 
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entry of the additional shares received. The argument for this is 
that stock dividends are really in the nature of capital, as the receipt 
of the dividend has not altered the proportionate interest of the share- 
holders in the company. This is undoubtedly the most conservative 
treatment, and the one recommended by the Committee of the New 
York Stock Exchange which examined the accounting problems of 
investment trust companies. 

There are, however, arguments for treating stock dividends as 
income in cases where the distribution has been made from surplus 
earned since the acquisition of the stock, and where the dividend is 
paid in stock rather than in cash in order to conserve the working 
capital of the company, to finance extensions without recourse to 
loans, or on account of difficulty in paying dividends in cash owing 
to exchange restrictions. While it is true that the receipt of a stock 
dividend does not increase the proportionate interest of the share- 
holder, his actual interest in the company is greater than if a cash 
dividend had been paid because the company has not parted with 
that portion of its assets. It might also be argued that the main 
reason for the directors declaring a stock dividend, in many cases, 
may be to enable a shareholder to realize on a portion of his increase 
in equity represented by profit earned, without the company having 
to disburse its funds. 

If it is considered, in view of all the circumstances, that a stock 
dividend might be treated as income, the question arises as to the 
amount of income. If the shares were sold it should probably be the 
realized proceeds. However, if the shares are retained as a part of 
the portfolio of investments, it might be argued that the company 
is prepared to buy them as an investment at the price at which they 
are currently quoted. For these reasons, the shares have been credited 
to income account at the current market price at the date of receipt, 
as the question specifies “the maximum amount which is legally 
available for payment of dividends.” 

(c) The principle involved in showing only $45,650 of the capital 
profit realized as being available for payment of dividends is that 
capital profits are only distributable if realized, and then only after 
a fair valuation of the remaining assets and provision for any 
realized or unrealized loss. In this case there is an unrealized loss 
due to decline in market value of the investments which should be 
provided for out of capital profit. 

While (a) above shows the maximum amount available for pay- 
ment of dividends, it would hardly be considered to be conservative 
practice to pay out this amount. The payment of this amount would 
leave no surplus or provision of any kind against a further drop in 
market value of investments carried. 

The most conservative practice is to retain all realized profits 
on sale or realization of investments in a reserve; the accumulation 
of the reserve results in an increase in the equity behind the shares 
and, in the long run, increased revenue earnings per share, 

My advice would be to restrict the amount of the dividend to 
the amount at credit of earned surplus, unless there were urgent 
reasons for drawing on a portion of the capital profit available. 
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